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GENERAL COUNSEL

June 30, 2005

VIA HAND DELIVERY

Mr. , Charles L,A. Terreni
Chief Clerk/Administrator
South Carolina Public Service Commission
101 Executive Center Dr. , Suite 100
Columbia, SC 29210

Re. Application of Haig Point Utility Company, Inc. for Approval of an
Adjustment in Rates and Charges for Water and Sewer Services
Docket No. 2005-34-W/S

Dear Mr, Terreni:

Enclosed for filing please find the original and twenty-six (26) copies of the Direct
Testimony and Exhibits of Dr„Douglas Carlisle, Dawn M. Hipp and Sharon G„Scott in the
above referenced matter. Please date stamp the extra copy enclosed and return it to me via
our courier.

Also, we have served same on all parties of record and enclose a Certificate of Service to that
effect.

Please let me know if you have any questions„

Sin erely,

orence elser

FPB/rng
Enclosures

cc: G. Trenholm Walker, Esquire (w/enclosures)
John F. Beach, Esquire (w/enclosures)
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Columbia, SC, 29202

RE: Application of Haig Point Utility Company, Inc. for Approval of an
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Docket No. 2005-34-W/S

Dear John:

Please find enclosed and served on you one copy of the Direct Testimony and Exhibits of
the Office of Regulatory Staff witnesses Dr. Douglas Carlisle, Dawn M. Hipp and Sharon
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the Office of Regulatory Staff witnesses Dr. Douglas Carlisle, Dawn M. Hipp and Sharon
G. Scott in the above-referenced matter.
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TESTIMONY OF DOUGLAS H. CARLISLE, JR.

FOR

THE OFFICE OF REGULATORY STAFF

DOCKET NO. 2005-34-W/S

IN RE: HAIG POINT UTILITY COMPANY, INC.

7 Q. PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS

9 A.

10

ADDRESS.

My name is Douglas H. Carlisle, Jr. I am the Economist at the South

Carolina Office of Regulatory Staff. My business address is 1441 Main Street,

Suite 300, Columbia, South Carolina 29201.

12 Q. PLEASE DESCRIBE YOURBACKGROUND AND EXPERIENCE.

14

15

16

17

19

20

I hold a B.A. Rom Brown University (1975) and an M.A. in Public

Administration from the University of Virginia. I completed my course work and,

while working at the United States General Accounting Office, I completed and

defended my dissertation and received my Ph.D. in Government and International

Relations, with a public management and policy emphasis from the University of

Virginia in 1991. While at the General Accounting Office I had a variety of

assignments, including audit oversight, application and compilation of budget

concepts, and internal review.

When my wife and I returned to my home state, I taught American

Government and State Government at Midlands Technical College in South

Carolina and advised firms as a market consultant. I next worked for the State
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PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS

ADDRESS.

My name is Douglas H. Carlisle, Jr. I am the Economist at the South

Carolina Office of Regulatory Staff. My business address is 1441 Main Street,

Suite 300, Columbia, South Carolina 29201.

PLEASE DESCRIBE YOUR BACKGROUND AND EXPERIENCE.

I hold a B.A. from Brown University (1975) and an M.A. in Public

Administration from the University of Virginia. I completed my course work and,

while working at the United States General Accounting Office, I completed and

defended my dissertation and received my Ph.D. in Government and International

Relations, with a public management and policy emphasis from the University of

Virginia in 1991. While at the General Accounting Office I had a variety of

assignments, including audit oversight, application and compilation of budget

concepts, and internal review.

When my wife and I returned to my home state, I taught American

Government and State Government at Midlands Technical College in South

Carolina and advised firms as a market consultant. I next worked for the State
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10

12

13

14

15

16

17

18

19

Reorganization Commission, where, among other post-audit reviews, I reviewed

of how economically the State had purchased textbooks and information

technology and prepared for possible computer problems connected with the

"Year 2000 Problem. " When that agency was discontinued, I next worked for the

South Carolina House of Representatives on higher education issues, including

higher education programs, especially scholarship programs.

An opportunity to work for the Economic Research Section of the South

Carolina Budget and Control Board led me to work for the State Chief Economist.

While working in Economic Research, I performed revenue impacts of bills and

contemplated legislation, constructed a higher education utility cost index,

calculated the Base Student Cost from labor statistics and the Consumer Price

Index, and performed annual surveys, such as one to determine the Southeastern

Average Teacher Salary. I also continued analyses and forecasts on the revenue

contributed for higher education scholarships Rom payments to the state by the

operator of our low-level radioactive waste disposal site, which I had begun while

working for the House of Representatives. I worked in the Economic Research

Section for five years and reported directly to the Chief Economist. During that

time I analyzed costs in connection with a variety of economic issues, including

the cost of Medicaid pharmaceuticals.

20 Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY' ?

21 A. In this testimony, I present the results of my study of Haig Point Utility

22 Company's ("HPUC") appropriate return on equity and the overall cost of capital.

23

THE OFFICE OF REGULATORY STAFF
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Reorganization Commission, where, among other post-audit reviews, I reviewed

of how economically the State had purchased textbooks and information

technology and prepared for possible computer problems connected with the

"Year 2000 Problem." When that agency was discontinued, I next worked for' the

South Carolina House of Representatives on higher education issues, including

higher education programs, especially scholarship programs.

An opportunity to work for' the Economic Research Section of the South

Carolina Budget and Control Board led me to work for the State Chief Economist.

While working in Economic Research, I performed revenue impacts of bills and

contemplated legislation, constructed a higher education utility cost index,

calculated the Base Student Cost from labor statistics and the Consumer Price

Index, and performed annual surveys, such as one to determine the Southeastern

Average Teacher Salary. I also continued analyses and forecasts on the revenue

contributed for higher education scholarships from payments to the state by the

operator of our' low-level radioactive waste disposal site, which I had begun while

working for the House of Representatives. I worked in the Economic Research

Section for five years and reported directly to the Chief Economist. During that

time I analyzed costs in connection with a variety of economic issues, including

the cost of Medicaid pharmaceuticals.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

In this testimony, I present the results of my study of Haig Point Utility

Company's ("HPUC") appropriate retur_a on equity and the overall cost of capital.

THE OFFICE OF REGULATORY STAFF
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Post Office Box 11263, Columbia, SC 29211



Testimony of'Douglas H Carlisle, Jr Docket No. 2005-34-W/S Haig Point Utility Company, Inc
Page 3 of'10

1 Q. WOULD YOU PLEASE SUMMARIZE YOUR RECOMMENDATION

3 A.

FOR RETURN ON EQUITY?

I recommend a range between 9.1% and 10.2% with a midpoint of 9.65%

as a fair and reasonable return on equity for HPUC. An ROE of 9.65%, produces

an overall cost of capital of 8.5%. I used two methods: the Discounted Cash Flow

model (DCF) and Capital Asset Pricing Model (CAP-M). For both methods, I

used data available on water utility companies with traded common stock.

8 Q. DOES HPUC HAVE TRADED COMMON STOCK?

9 A.

10

No. HPUC is wholly owned by Haig Point, Inc. , which is owned entirely

by International Paper.

11 Q. SINCE HPUC DIFFERS IN THIS RKSPKCT FROM THE COMPANIES IN

12

13

14 A.

15

16

17

18

YOUR COMPARISON GROUP, WHY DID YOU USE THOSE

COMPANIES?

There were two reasons to use those companies. First, HPUC has applied

for a return on equity in this proceeding. Methods for determining appropriate

return on equity require traded stocks. Second, it is reasonable to look at other

water utilities because they are in the same business and so tend to share a

common level of risk.

19 Q. IF HPUC HAS NO TRADED COMMON STOCK, WHAT CAPITAL

20 STRUCTURE DID YOU ADOPT FOR YOU ANALYSIS?

THE OFFICE OF REGULATORY STAFF
1441 Main Street, Suite 300, Columbia, SC 29201

Post Office Box 11263, Columbia, SC 29211
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Q.

WOULD YOU PLEASE SUMMARIZE YOUR RECOMMENDATION

FOR RETURN ON EQUITY?

I recommend a range between 9.1% and 10.2% with a midpoint of 9.65%

as a fair and reasonable return on equity for HPUC. An ROE of 9.65%, produces

an overall cost of capital of 8.5% . I used two methods: the Discounted Cash Flow

model (DCF) and Capital Asset Pricing Model (CAP-M). For both methods, I

used data available on water utility companies with traded common stock.

DOES HPUC HAVE TRADED COMMON STOCK?

No. HPUC is wholly owned by Haig Point, Inc., which is owned entirely

by International Paper.

SINCE HPUC DIFFERS IN THIS RESPECT FROM THE COMPANIES IN

YOUR COMPARISON GROUP, WHY DID YOU USE THOSE

COMPANIES?

There were two reasons to use those companies. First, HPUC has applied

for a return on equity in this proceeding. Methods for determining appropriate

return on equity require traded stocks. Second, it is reasonable to look at other

water' utilities because they are in the same business and so tend to share a

common level of risk.

IF HPUC HAS NO TRADED COMMON STOCK, WHAT CAPITAL

STRUCTURE DID YOU ADOPT FOR YOU ANALYSIS?

THE OFFICE OF REGULATORY STAFF
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1 A. In its application and response to the Office of Regulatory Staff's first data

request, HPUC used a hypothetical capital structure of 50% debt and 50% equity.

This structure appears in Exhibit DHC-1. I adopted this structure for my analysis.

4 Q. COULD YOU HAVE USED ANOTHER CAPITAL STRUCTURE?

5 A.

10

Yes. I could have concluded that, since HPUC is ultimately entirely

owned by International Paper, the capital structure of International Paper is

appropriate. The consequence of using this capital structure, however, would

have been to reduce HPUC's rate base rather substantially. As Exhibit DHC-2

shows, International Paper has moved from a 50-50 capital structure to a 60%

debt and 40% equity structure. Such a structure would reduce HPUC's equity

return by $7,345 as shown in Exhibit DHC-1.

12 Q. WHY DID YOU DECIDE TO USE HPUC'S PROPOSED

13

14 A.

15

16

17

18

19

20

23

HYPOTHETICAL CAPITAL STRUCTURE?

I considered how well the capital structure represented the HPUC's

business. There were three ways to look at the capital structure.

One way would have considered HPUC to be all equity. In that case, the

return on equity would have been twice as high. The company is, after all,

entirely owned by another company. The equity, however, is not openly traded,

so it does not really make sense to analyze its return as though it were subject to

price adjustment through supply and demand.

A second way would have been to treat HPUC's capital structure as

though it were the parent company's. This approach would have made a certain

amount of sense because, although the utility is, in a sense, 100% equity and no

THK OFFICE OF REGULATORY STAFF
1441 Main Street, Suite 300, Columbia, SC 29201

Post Office Box 11263, Columbia, SC 29211
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Ae

In its application and response to the Office of Regulatory Staff's first data

request, HPUC used a hypothetical capital structure of 50% debt and 50% equity.

This structure appears in Exhibit DHC-1. I adopted this structure for my analysis.

COULD YOU HAVE USED ANOTHER CAPITAL STRUCTURE?

Yes. I could have concluded that, since HPUC is ultimately entirely

owned by International Paper, the capital structure of International Paper is

appropriate. The consequence of using this capital structure, however, would

have been to reduce HPUC's rate base rather substantially. As Exhibit DHC-2

shows, International Paper has moved from a 50-50 capital structure to a 60%

debt and 40% equity structure. Such a structure would reduce HPUC's equity

return by $7,345 as shown in Exhibit DHC-1.

WHY DID YOU DECIDE TO USE HPUC'S PROPOSED

HYPOTHETICAL CAPITAL STRUCTURE?

I considered how well the capital structure represented the HPUC's

business. There were three ways to look at the capital structure.

One way would have considered HPUC to be all equity. In that case, the

return on equity would have been twice as high. The company is, after all,

entirely owned by another company. The equity, however, is not openly traded,

so it does not really make sense to analyze its return as though it were subject to

price adjustment through supply and demand.

A second way would have been to treat HPUC's capital straacture as

though it were the parent company's. This approach would have made a certain

amount of sense because, although the utility is, in a sense, 100% equity and no
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10

12

13

14

debt, the equity is held by a company with a very different capital structure, and

the only way that the average investor could invest in HPUC would be to buy

shares of International Paper. Moreover, this Commission has based its most

recent water/sewerage rate decision on evidence using the capital structure of a

parent company of a South Carolina company. It is very unlikely, however, that

anyone would invest in HPUC by buying International Paper stock. Furthermore,

the recent case decided by the Commission involved a parent and subsidiary

engaged in the same line of business. Additionally, I have no evidence that

International Paper and HPUC are indistinct or that the former deliberately

undercapitalized the latter.

By default, the proposed treatment of the capital structure seems to have

the fewest problems, but there is also empirical evidence for adopting it. Exhibit

DHC-3 shows that the average proportion of equity to capital of the companies in

the proxy group I have selected is 51%, so a 50-50 split seems reasonable.

15 Q. WHY DID YOU USE MORE THAN ONK METHOD TO ESTIMATE THK

17 A.

19

REQUIRED RETURN ON EQUITY?

The DCF and CAP-M methods rely on different factors. The stock market

strongly influences the DCF method but interest rates strongly influence CAP-M.

These two methods complement each other, so I used them.

20 Q. %'HY DID YOU NOT USE OTHER METHODS?

21 A. The other two methods most commonly used for return on equity, the

Comparable Earnings Method and the Risk Premium Method, do not apply very

well in this case. HPUC, is rather distinctive in four ways. First, its ultimate

THE OFFICE OF REGULATORY STAFF
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Q.

A.

debt, the equity is held by a company with a very different capital structure, and

the only way that the average investor' could invest in HPUC would be to buy

shares of International Paper'. Moreover', this Commission has based its most

recent water/sewerage rate decision on evidence using the capital structure of a

parent company of a South Carolina company. It is very unlikely, however, that

anyone would invest in HPUC by buying International Paper stock. Furthermore,

the recent case decided by the Commission involved a parent and subsidiary

engaged in the same line of business. Additionally, I have no evidence that

International Paper and HPUC are indistinct or that the former deliberately

undercapitalized the latter.

By default, the proposed treatment of the capital structure seems to have

the fewest problems, but there is also empirical evidence for' adopting it. Exhibit

DHC-3 shows that the average proportion of equity to capital of the companies in

the proxy group I have selected is 51%, so a 50-50 split seems reasonable.

WHY DID YOU USE MORE THAN ONE METHOD TO ESTIMATE THE

REQUIRED RETURN ON EQUITY?

The DCF and CAP-M methods rely on different factors. The stock market

strongly influences the DCF method but interest rates strongly influence CAP-M.

These two methods complement each other, so I used them.

WHY DID YOU NOT USE OTHER METHODS?

The other two methods most commonly used for return on equity, the

Comparable Earnings Method and the Risk Premium Method, do not apply very

well in this case. HPUC, is rather distinctive in four ways. First, its ultimate
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parent company, International Paper, is engaged in lines of business that are not

closely related to the utility's. Second, the parent company is large and might

help HPUC, if financial help were needed. Third, the utility is located on an

island and does not have the option of enlisting the aid of city or county water

systems. Finally, the water and sewerage operations are tied to the value of the

real estate that led to its creation. It would be hard to find strictly comparable

companies in regard to their operations. On the other hand, the risk of investing

in a water company is easier to assess, and the DCF and CAP-M methods both

estimate required return on equity.

10 Q. HOW DOES THK DCF METHOD ESTIMATE REQUIRED RETURN ON

13

14

15

17

EQUITY?

This method fits actual business and investment practice and economic

theory because it equates the present value of expected cash flows associated with

a share of stock to the current price of the stock. The Discounted Cash Flow

method is directly related to present value discounting, which is used to assess

whether a given investment is better than alternative investments. The formula

for DCF is:

18

r = DIV/P + g

20

22

where r is the return of the investment; DIV is the dividend paid; P is the price of

the investment; and„g is the growth rate of the investment.

23 Q. HOW DID YOU APPLY THIS METHOD?
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Qo

parent company, Intemational Paper, is engaged in lines of business that are not

closely related to the utility's. Second, the parent company is large and might

help HPUC, if financial help were needed. Third, the utility is located on an

island and does not have the option of enlisting the aid of city or county water

systems. Finally, the water and sewerage operations are tied to the value of the

real estate that led to its creation. It would be hard to find strictly comparable

companies in regard to their operations. On the other hand, the risk of investing

in a water company is easier to assess, and the DCF and CAP-M methods both

estimate required return on equity.

HOW DOES THE DCF METHOD ESTIMATE REQUIRED RETURN ON

EQUITY?

This method fits actual business and investment practice and economic

theory because it equates the present value of expected cash flows associated with

a share of stock to the current price of the stock. The Discounted Cash Flow

method is directly related to present value discounting, which is used to assess

whether a given investment is better' than alternative investments. The formula

for' DCF is:

r= DIV/P + g

where r is the return of the investment; DIV is the dividend paid; P is the price of

the investment; and, g is the growth rate of the investment.

HOW DID YOU APPLY THIS METHOD?
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1 A.

10

12

13

14

15

16

17

19

20

22

23

I selected companies with traded common equity, whose primary business

is water distribution and sewerage and determined their most recent price and

dividend. Exhibit DHC-3 shows these companies.

Next, I determined the growth rate of the companies' stocks. Dividend

yields, on a diluted basis, have fallen, although dividends per share have tended to

rise —see Exhibit DHC-4. The history of total returns of investments in the

companies suggests that stock prices and stock splits have increased the overall

value of the companies (Exhibit DHC-3, "Total Returns" column). Current and

even future dividend forecasts may not be a completely reliable way of

forecasting total returns or return on equity. Fortunately, there is a method that

takes into account earnings being plowed back into a company so as to produce a

higher future return. For the three largest water utility companies, Value Line

estimates were available (Exhibit DHC-8) and used to calculate future returns in

Exhibit DHC-5. For two companies, Morningstar estimates were available and

are used in Exhibit DHC-6. Among the remaining six companies in the proposed

sample, not enough forecasting data was available and the alternative method

could not be used. For two companies, Pennichuck and BIW, there was

insufficient information and special circumstances; therefore they were removed

from the sample. The results for the remaining four companies are shown in

Exhibit DHC-7.

The Discounted Cash Flow analysis indicates that 9.1/o is the appropriate

return on equity. There is almost no relationship between the capitalization of the

companies in total dollars and the recommended R.O.E. The exclusion of the two
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Ao

I selected companies with traded common equity, whose primary business

is water distribution and sewerage and determined their most recent price and

dividend. Exhibit DHC-3 shows these companies.

Next, I determined the growth rate of the companies' stocks. Dividend

yields, on a diluted basis, have fallen, although dividends per' share have tended to

rise - see Exhibit DHC-4. The history of total returns of investments in the

companies suggests that stock prices and stock splits have increased the overall

value of the companies (Exhibit DHC-3, "Total Returns" column). Current and

even future dividend forecasts may not be a completely reliable way of

forecasting total returns or return on equity. Fortunately, there is a method that

takes into account earnings being plowed back into a company so as to produce a

higher future return. For the three largest water utility companies, Value Line

estimates were available (Exhibit DHC-8) and used to calculate future returns in

Exhibit DHC-5. For two companies, Morningstar estimates were available and

are used in Exhibit DttC-6. Among the remaining six companies in the proposed

sample, not enough forecasting data was available and the alternative method

could not be used. For two companies, Pennichuck and B1W, there was

insufficient information and special circumstances; therefore they were removed

from the sample. The results for' the remaining four companies are shown in

Exhibit DHC-7.

The Discounted Cash Flow analysis indicates that 9.1% is the appropriate

return on equity. There is almost no relationship between the capitalization of the

companies in total dollars and the recommended R.O.E. The exclusion of the two
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smallest companies may skew this result somewhat, but that seems unlikely, since

there is a small correlation between the capitalization and total 10-year returns,

with that correlation indicating the larger the company's capitalization, the larger

the total return.

5 Q. DO THE RESULTS INDICATE THAT THERE IS NO "SMALL

8 A.

10

12

13

14

16

17

18

COMPANY PREMIUM" THAT HAIG POINT UTILITY COMPANY

SHOULD RECEIVE?

Yes. The results show that larger companies have a tendency to enjoy an

advantage in the water utilities sector. Further evidence appears in the historical

returns on equity shown in Exhibit DHC-9. Although none of this evidence is

definitive in proving a large company premium or small company discount, it

does show there is no support for a small company premium. Even if there were

an automatic small company or other risk premium assigned to HPUC, there is a

good argument that, because several of the companies used to compute the DCF

have non-regulated and therefore riskier lines of business in addition to their

primary water business, there is already some allowance for additional risk built

into the analysis. Therefore, a small company premium would not be appropriate

in this case.

19 Q. WHY DID YOU NOT ALLOW FOR FLOTATION COSTS IN YOUR

20 ANALYSIS?

HPUC does not issue stock; hence, no flotation costs are incurred.

23 Q. HOW DID YOU APPLY THE CAPITAL ASSET PRICING MODEL?

THE OFFICE OF REGULATORY STAFF
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Ao

Q.

Ao

Q,

smallest companies may skew this result somewhat, but that seems unlikely, since

there is a small correlation between the capitalization and total lO-year returns,

with that correlation indicating the larger the company's capitalization, the larger

the total retum.

DO THE RESULTS INDICATE THAT THERE IS NO "SMALL

COMPANY PREMIUM" THAT HAIG POINT UTILITY COMPANY

SHOULD RECEIVE?

Yes. The results show that larger' companies have a tendency to enjoy an

advantage in the water utilities sector. Further evidence appears in the historical

returns on equity shown in Exhibit DHC-9. Although none of this evidence is

definitive in proving a large company premium or small company discount, it

does show there is no support for a small company premium. Even if there were

an automatic small company or other' risk premium assigned to HPUC, there is a

good argument that, because several of the companies used to compute the DCF

have non-regulated and therefore riskier lines of business in addition to their

primary water business, there is already some allowance for' additional risk built

into the analysis. Therefore, a small company premium would not be appropriate

in this case.

WHY DID YOU NOT ALLOW FOR FLOTATION COSTS IN YOUR

ANALYSIS?

HPUC does not issue stock; hence, no flotation costs are incurred.

HOW DID YOU APPLY THE CAPITAL ASSET PRICING MODEL?

THE OFFICE OF REGULATORY STAFF

1441 Main Street, Suite 300, Columbia, SC 29201

Post Office Box 11263, Columbia, SC 29211



Testimony of Douglas H Carlisle, Jt. Docket No 2005-34-W/S Haig Point Utility Company, Inc.
Page 9 of 10

1 A. The CAP-M's basic formula is:

10

12

13

14

Kmf+ P (rm —rf)

in which: K represents the capital return or return on equity; P represents a

measure of risk; rm is the return allowing for market risk; and, rf is the risk-free

rate of return.

I chose the latest auction rate for 20-year inflation-index U.S. Treasury

bonds as the risk-free rate of return (Exhibit DHC-13). The reasoning in selecting

this security is that HPU's complete-system basis does not factor inflation into

account. Normally, such adjustments would not be a consideration; however,

with a complete-system basis treating the factors going into rate base as if the

system were fully in use in the year 2024, inflation becomes a significant risk

factor. Since this risk-free security matures at about the same time as the

complete system is assumed to come into effect, it is of a comparable investment

15 term.

16

17

18

19

20

21

22

For beta (P), the measure of risk, 1 used the average of the eight stocks in

the sample for which current Value Line betas were available —see Exhibit DHC-

10. Value Line adjusts its betas to take into account their fluctuation and

tendency to regress to 1, the average beta of all stocks. Since lower-risk stocks

have betas below 1 and higher risk stocks have betas above 1, such an adjustment

is important because otherwise, the lower risk stocks would seem less risky than

they are and the higher risk stocks would seem riskier than they are.

THE OFFICE OF REGULATORY STAFF
1441 Main Street, Suite 300, Columbia, SC 29201

Post Office Box 11263, Columbia, SC 29211

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

Testimony of'Douglas H Carlisle, Jr. Docket No 2005-34-W/S Haig Point Utility Company, Inc.

Page 9 of 10

Ao The CAP-M's basic formula is:

K=rf +/3 (rm - rf)

in which: K represents the capital return or return on equity;/3 represents a

measure of risk; rm is the return allowing for market risk; and, rfis the risk-free

rate of return.

I chose the latest auction rate for 20-year inflation-index U.S. Treasury

bonds as the risk-free rate of return (Exhibit DHC-13). The reasoning in selecting

this security is that HPU's complete-system basis does not factor inflation into

account. Normally, such adjustments would not be a consideration; however,

with a complete-system basis treating the factors going into rate base as if the

system were fully in use in the year 2024, inflation becomes a significant risk

factor. Since this risk-free security matures at about the same time as the

complete system is assumed to come into effect, it is of a comparable investment

term.

For beta (/3), the measure of risk, I used the average of the eight stocks in

the sample for which current Value Line betas were available - see Exhibit DHC-

10. Value Line adjusts its betas to take into account their fluctuation and

tendency to regress to 1, the average beta of all stocks. Since lower-risk stocks

have betas below 1 and higher risk stocks have betas above 1, such an adjustment

is important because otherwise, the lower risk stocks would seem less risky than

they are and the higher risk stocks would seem riskier than they are.
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10

For the market-based or risk-based return —I used the historical average

total return of the sample group of companies. Although the use of historical

return may seem too reliant on the past, a characteristic of regulated companies—

especially water utilities —is the steadiness of their earnings and the lack of

competing commodities. I selected total returns because they recognize, as the

alternative DCF did, that part of the attraction of water companies is the promise

to investors that growth in earnings per share will be translated into higher future

dividends and share value.

The computation of the CAP-M, shown in Exhibit DHC-11, results in an

R.O.E. of 10.2%.

11 Q. HOW DID YOU ARRIVE AT THE RECOMMENDED R.O.E.?

I took my average of the ends of my range, the DCF result, 9.1%, and the

13 CAP-M result, 10.2%, which is 9.65% (Exhibit DHC-11).

14 Q. WHY DO YOU THINK THIS IS A FAIR AND REASONABLE RESULT?

16

17

19

20

This result takes into account risks from inflation and a possible

underweighting of growth in earnings of water companies which should more

than compensate for any risks that HPUC may run due to its isolated position on

an island. A simple check on this result is the actual R.O.E. earned by some of

the larger water utilities in Virginia shown in Exhibit DHC-12. The highest

R.O.E. earned last year was 9.32%.

21 Q. DOES THIS CONCLUDE YOURTESTIMONY?

22 A. Yes, it does.
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For the market-based or risk-based retum- I used the historical average

total return of the sample group of companies. Although the use of historical

return may seem too reliant on the past, a characteristic of regulated companies --

especially water utilities -- is the steadiness of their earnings and the lack of

competing commodities. I selected total returns because they recognize, as the

alternative DCF did, that part of the attraction of water companies is the promise

to investor's that growth in earnings per share will be translated into higher future

dividends and share value.

The computation of the CAP-M, shown in Exhibit DHC-11, results in an

R.O.E. of 10.2%.

HOW DID YOU ARRIVE AT THE RECOMMENDED R.O.E.?

I took my average of the ends of my range, the DCF result, 9.1%, and the

CAP-M result, 10.2%, which is 9.65% (Exhibit DHC-11).

WHY DO YOU THINK THIS IS A FAIR AND REASONABLE RESULT?

This result takes into account risks from inflation and a possible

underweighting of growth in earnings of water companies which should more

than compensate for any risks that HPUC may run due to its isolated position on

an island. A simple check on this result is the actual R.O.E. earned by some of

the larger water utilities in Virginia shown in Exhibit DHC-12. The highest

R.O.E. earned last year was 9.32%.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes, it does.
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Docket¹ 2005-34-W/S
Exhibit DHC-5

1 of 1

DISCOUNTED CASH FLOW, LARGE COMPANIES
USING "PLOWBACK METHOD" ~ i

ANNUAL DIVIDENDS [2]
RECENT PRICE PER SHARE
YIELD = DIVIDEND/PRICE
VALUELINE FORECAST, 2010: DPS
VALUELINE FORECAST, 2010: EPS
VALUELINE FORECAST, 2010: BVPS
PLOWBACK RATIO= I -(DIV/BVPS)
RETURN ON BOOK EQUITY=EPS/BVPS
G= PLOWBACK * R.O.B.E.
R.O.E.=YIELD + G

AMERICAN
STATES

80.89
$24.96
3.57%
$0.96
$2.10

$17.65
54.29%
11.90%
6.46%

10.02%

AQUA
AMERICA

$0.49
825.90
1.89%
80.65
81.20
$9.70

45.83%
12.37%
5.67%
7.56%

CALIFORNIA
WATER

$1.13
833.30
3.39%
$1.24
$2.15

$19.55
42.33%
11.00%
4.65%
8.05%

DPS=Dividends per Share
EPS=Earnings per Share
BVPS=Book Value per Share

Source: Value Line, Standard edition (electronic edition)

[1] See Richard A. Brealey and Steward C„Myers, Capital Investment and Valuation, p.58.
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Exhibit DHC-5

DISCOUNTED CASH FLOW, LARGE COMPANIES

USING "PLOWBACK METHOD" [ll

1 of 1

AMERICAN AQUA CALIFORNIA

STATES AMERICA WATER

ANNUAL DIVIDENDS [2]

RECENT PRICE PER SHARE

YIELD = DIVIDEND/PRICE

VALUELINE FORECAST, 2010: DPS

VALUELINE FORECAST, 2010: EPS

VALUELINE FORECAST, 2010: BVPS

PLOWBACK RATIO= 1-(DIV/BVPS)

RETURN ON BOOK EQUITY=EPS/BVPS

G = PLOWBACK * R.O.B.E.

R.O.E.=YIELD + G

$0.89 $0.49 $1.13

$24.96 $25.90 $33.30

3.57% 1.89% 3.39%

$0.96 $0.65 $1.24

$2.10 $1.20 $2.15

$17.65 $9.70 $19.55

54.29% 45.83% 42.33%

11.90% 12.37% 11.00%

6.46% 5.67% 4.65%

10.02% 7.56% 8.05%

DPS=Dividends per Share

EPS=Earnings per Share

BVPS=Book Value per Share

Source: Value Line, Standard edition (electronic edition)

[1] See Richard A. Brealey and Steward C.. Myers, Capital Investment and Valuation, p.58.



Docket¹2005-34-W/S
Exhibit DHC-6

1 of 1

DISCOUNTED CASH FLOW, "MEDIUM" COMPANIES
USING "PLOWBACK METHOD"

STOCK PRICE 200-DAY MOVING AVG.
EARNINGS PER SHARE, TRAILING 12-MO.
BOOK EQUITY PER SHARE [BVPS]
DIVIDENDS PER SHARE
PLOWBACK RATIO = 1-DIV/EPS
RETURN ON BOOK EQUITY=EPS/BVPS
G=PLOWBACK RATIO * RET. ON BK. EQITY
CURRENT DIV/CURRENT SHARE PRICE
ROE = YIELD [DIV/P]+ G

CONN. WATER
SERVICE

825.32
81.24

811.02
80.90
27.6%
1 1.3%
3.1%
3.3%
6.4

SJW
838.13 [1]
82.77 [1]

819.99 [2]
81.29 [2]
53.3% [2]
13.9% [2]
7.4%
3.4% [1]

10.8%

Sources:
[1] Source: Morningstar, on-line accessed, 6-26-05
[2] ValueLine historical data, projected using compound annual growth rate, See
Exhibit DHC-
[3] See Richard A. Brealey and Steward C„Myers, Capital Investment and Valuation, p.58.

Docket#2005-34-W/S
Exhibit DHC-6

1 of 1

DISCOUNTED CASH FLOW, "MEDIUM" COMPANIES

USING "PLOWBACK METHOD" [3l

STOCK PRICE 200-DAY MOVING AVG.

EARNINGS PER SHARE, TRAILING 12-MO.

BOOK EQUITY PER SHARE [BVPS]
DIVIDENDS PER SHARE

PLOWBACK RATIO = 1-DIV/EPS

RETURN ON BOOK EQUITY=EPS/BVPS

G=PLOWBACK RATIO * RET. ON BK. EQITY

CURRENT DIV/CURRENT SHARE PRICE

ROE = YIELD [DIV/P]+ G

CONN. WATER

SERVICE SJW

$25.32 $38.13 [11

$1.24 $2.77 [1]

$11.02 $19.99 [2]

$0.90 $1.29 [2]

27.6% 53.3% [21

11.3% 13.9% [2]
3.1% 7.4%

3.3% 3.4% [11
6.4% 10.8%

Sources"

[i] Source: Morningstar, on-line accessed, 6-26-05

[2] ValueLine historical data, projected using compound annual growth rate, See
Exhibit DHC-

[3] See Richard A. Brealey and Steward C.. Myers, Capital Investment and Valuation, p.58.
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Exhibit DHC-7

1of1

DISCOUNTED CASH FLOW, "MEDIUM" COMPANIES

&LRNINGS PER DIVIDEND
YR. ESTIMATES YIELD DCF

ARTESIAN [1]
BIW
CONNECTICUT WATER SERVICE [2]
MIDDLESEX WATER [1]
PENNICHUCK
SJW [2]
SOUTHWEST [1]
YORK [1]

AVERAGE

8 5%
N/A
N/A

6.0%
N/A
N/A

6.8%
7.0%
7.1%

2.9%

3 4%

2.7%
1 6%

11.4%

9.4%

9.5%
8.6%

(EJ Source: Morningstar, on-line accessed, 6-218326-05; earnings per yr. are for 5-yrfonaard
[2] See Exhibit DHC-6

Docket

DISCOUNTED CASH FLOW, "MEDIUM" COMPANIES

#2005-34-W/S
Exhibit DHC-7

1 of 1

EARNINGS PER DIVIDEND

YR. ESTIMATES YIELD DCF

ARTESIAN [1] 8.5% 2.9% 11.4%
BIW N/A

CONNECTICUT WATER SERVICE [2] N/A
MIDDLESEX WATER [1] 6.0% 3.4% 9.4%

PENNICHUCK N/A

SJW [2] N/A
SOUTHWEST [1] 6.8% 2.7% 9.5%

YORK [1] 7.0% 1.6% 8.6%
AVERAGE 7.1%

[1] Source: Momingstar, on-line accessed, 6-21&26-05; earnings per yr. are for 5-yr forward

[2] See Exhibit DHC-5
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A(I|ER, 3TATES WATER ss'. ri
ix'0'0"' 34 g6

Plr
(g 6(i ili

. ixi.i) r'0'iuxo I.ff 'vui' 3.6'/0

TIMEUI&ESS 4 Raised 11//Al3

SAFETY 3 New 2/400

TECHNICAL 3 Lowered ff/5IQ5

BETA .70 (1.00 Mariux)

2008 18 PROJECTIONS
Ann'I Total

Price Gain Return

High 35 (+40'/) 12Yv
Low 20 (-20'/o) -f%
Insider Decisions

JJABONI2JF
toauf 0 0 0 0 0 0 0 0 0
Opaww000000000
l0000 0 0 0 0 0 0 0 0 0

High: 14,
Low. 10.2 10.5
LEGENDS

L25 x try/deeds o sh
divided by Iuuxest Rate
Rrpaeve Price Seeugth

2/or 1 spbt tty92
3-for-2 split E/92
Oobons: No

Shaded area indicates msxssbxr

16.1
2,5

'ITA
12L5

i rtrtiil r Ir I

Percent 6
shares 4
traded 2

1994

h

1995 1996 1997

9.12
1.44

92

.69
2.46

7.31

9.39

9.58
1.49

2.53

7.54

9.43

915
1.78

1.19
.73

2,77

8.39

9.91

9,27
1.67

1.11

.79

10.1Q

1.81

1.15

2,.31

8.85

9.96 11.71

1Q 43
1.68

2,43

10.07

11.37 11A4

1.75 1 85

1.13 104
.82 .83

11.03
1„75

1.03

.81

2.19
1029

2AQ 258
11.01 11.24

11.T/ 13.33 13A4

Institutional Decisions
2O2000 2O2000 002000

ii Bvr 45 52 57
ti Sxt 35 25 29
rixr 5584 5938 5663
1989 1990 1991 1992 1993

29,5
14.1

1998
f 1.02

204
1„08

3,11

11.48

13A4

26.5
14.8

25.3
16,7

26.4
190

29.0 29 0
20.3 21„6

13 98

2.M
.TS

1291 12.17 13.06

226 2.20 253
1rig 1,28 1„35

.85 .86 .87

13,78

2.54

1„34

,87

268
14.05

3,76

13.97

4.30 3,03 3.18

11.82 12.74 1322
13.44 15.12 15.12 15.18 1521

1999 2000 2001 2002 2003

26.8 27.6
20.8 24„3

-v ir

2004 2005
13.60 14.20

222 2.65
1,05 M$
.89 A

5.02 5.15
14.98 15.20

16.77 17.25

Target Price Range
2008 2009 2010

24
20
16

12

TOT. RETURN 3/95

2 yr. T,S 77
3 yr, 18.7 325
5 yr. 51.4 62.6

f470
2.95

1.55

.91

Revenues psr sh

"Cash Flow" per sh

Earnings per sh A

Dlv'd Ded'd per sh ex

5.25 Cap'I Spending psr sh

15.35 BookValuepersh

f8.00 Common Shs Dutst'9

8.10

f6.00

3.70

2,10

(7.65

20.00

2006 o VALUE UHE PU8 IHC

9.7
.73

7.7'%

102
.76

7.5'%%d

8,8

7.0'%

10.6

6.3%

13.4
.79

5.3%

12.8

.84

6.6'%

11.6 12.6 14.5

.78 .79 .84

6.7'%%d 5.8% 5.5%

15.5

.81

5.0%

17.1 15,9 162 18.3 31.9
I/ 1.03 .88 1.,DQ 1.82

4.2% 42% 3.9% 3.6'% 3.5%

232 so/ir itp
00v/u

3.7%

Avg Ann'I P/E RaUo

RelaUve P/E Ratio

Avg Ann'I Dtv'd Meld

13,0

3.5%

CAPITAL STRUCTURE as of 12/31/04
Total Debt $274.8 mill, Due in 5 Yrs $65„0mgl.

LT Debt $228 9 mill. LT Interest $18.0 milL

(Total interest coverage: 2.Bx)

Leases, Uncapitagzsd: None
Pension Assets-12/04 $51.3 mill.

Oblig. $70 3 mill.

Pfd Stock None. Pfd Div'd None.

Common Stock 16,768,396 shs.
as of 3/11/05
MARKET CAP: $425 mlgion (Smag Cap)

129.8
122

151.5 153.8
13.5 14.1

230.6
335.0
72%
9.9'/i

10.0%

256.0 268,4

357.8 383.6

6.9% 6.9%

9.0% 92%
9.0% 9.2%0

41.,9% 43,.3% 41.1%

46.6% 41.9'yi 43 0%

52.5% 57.3% 56.3%

148.1

14.6

43,6%

55.7%

277.1
414.8

7.0%

9.4%

9.4%

173.4
16.1

184.0

18,0

1975
20.4

2092
20.3

212.7
11.9

46.0% 45.7% 43,0% 38,9%

3282 371.1 447.6
449.6 509.1 539.8

6.6'yi 6.4% 6.1%

10.0'yi 92% 101%
10.1% 9.3% 10.1'%%d

444.4

563.3
6,.5%

9,5%

9.5%

442.3
602.3
4.6%

5.6%

5.6%

51,0'% 47.5% 54,9% 52,0% 52..0%

48A% 51.9% 44.7% 48.Q% 48.0%

480.4
664.2

4„9%

6.5%

6.5i%%d

535

Tfg

TA%

Q.IS
9.IS

228.0 245

16A 23.0
37,7'%%d 40.0%

~ - /fi/

47.7% 51.0A
52.3% 49.0A

265 Revenues($mlll)

28.0 Net Profit $mill

40.0% Income Tax Rats

N// AFUDC%toNstProN

51.0A Long-Term Debt RaUo

49.0% Common E u' Ratio

600 Total Capital ($mig)

TTQ Net Plant $mill

8.0A Return on Total Cap'I

9.5% Rum on Shr. Equity

9.5A ReturnonComE u

320

420

735

gf5

7.5%

(2.0%

f2.IS
CURRENT POSITION 2002

($0IIU„)
Cash Assets 18.4
Receivables 10.8
Inventory (Avg Cst) .9
Other 21.7
Current Assets 51.lf
Accts Payable 11,6
Debt Due 48, .3
Other 19.6
Cuirunt Uab. ~9.
Fix. Ch . Cov. 285%

2003 12/31/04

12.,8 4.3
11.8 14.3
1.4 1.5

32.4 32.9
68.4 53.0
16..8 18.2
56,8 45.,9
20.3 22.2

95.90 86.3
255'Yi 200Yi

ANNUAL RATES
of change (psr sb)
Revenues
"Cash Flov/'

Earnings
Dhridends
Book Value

Past
18 Yrs.

3 5%v

3.0%

1 5i%%d

4.5%

Past Est'd '02J04
5 Yrs, lo '08-/10

4„0% 2.0Yi
5.0%i 5.0Yi
1.5'/i 8.0N
1.0'/i 1 5X
4 Ov%%d 3 5iA

Cal-
endar

2002
2003
2004
2005
2006

Cai-
endar

2002
2003
2004
2005
2006

Cal-
endar

2001
2002
2003
2004
2005

44.5 52.8 61.6 50.3
46.,7 51.8 63,7 50.5
46.7 59 3 69.,0 53.0
50.0 63.0 T3.0 59.0
55.0 68.0 78.0 64.0

EARNINGS PER SHARE a
Mar. 31 Jun. 30 Sep. 30 Dec. 31

.25 .36 .50 .2320,19,51 d, 12
,08 30 .52 .16
.20 .35 .55 .25

.25 AQ .60 .38

QUARTERLY DVIQENDS PAID sw

Mar. 31 Jun. 30 Se,30 Dec.31

217 .217 .217 217
217 217 .217 221
221 .221 221 .221

221 221 221 225
225

209
212
228
245
265

Full
Year

1.34
,78

1.05
f.35
1.55

Full
Year

87
87
88
89

QUARTERLY REVENUES ($ milL) Fug
Mar. 31 Jun. 30 Se .30 Dec. 31 Year

21%
79%

2.4%

73%

1,8'%%d

80%

2.1%

78%

2.9% 3,0%

72% 68%

36%
65%

33%
65%

BUSINESS: American States Water Co. operates as a holding

company. Through its principal subsidiary, Southern California

Water Company, it supplies water Io 75 communiiiss kt 10
counties, Service areas indude the greater metropolitan areas of
Los Angeles and Orange CounUes The company also provides
electric utiTdy services to approximately 22,000 customers in the city

An improving regulatory environment
is painting a positive backdrop for
American States Water. Indeed, more
favorable and timely rate request decisions
by the California Public Utility Commis-
sion (CPUC) helped the company post
$0.16 share net in the fourth quarter,
versus a loss of $0.12 last year; despite un-
seasonably rainy weather. We look for the
current regulatory landscape to get even
better at the urging of Governor Schwar-
zenegger. He recently replaced two regu-
latory commissioners, considered to be
antagonists of rate relief for utilities, with
more business friendly members. The
CPUC has already approved rate increases
for Region I and II customer areas, which
should boost AWR's top line by more than
$5 million, . This relief along with more
normal weather ought to fuel better-than
25% earnings growth this year.
Earnings growth should tail ofF a bit
in 2006. We are concerned that the com-
pany's strapped flnancials will become a
hindrance to growth. Infrastructure costs
are growing higher everyday and do not
look as though they will be receding any-
time soon. With only minimal cash on

NMF

113%

NMF

91%
2,5Yi

68%

40% RetalnedtoComEq
59iA AUDiv'dstoNetProf

of Big Bear Lake and in areas of San Bernardino County. Acquired
Chaparral City Water of Arizona (10/00); 11,400 customers„Has
roughly 525 employees. Otf. d dir. ovm 24'%%d of common stock
(4/05 Proxy). Chairman: Uoyd Ross. President 8 CEO: Boyd
Wicks. Incorporated: CA. Addz 630 East Foothill Bouhrvard, San
Dimes, CA 91773.TelJ 909-394 3600. Wsb: www. aswater. corn.

hand, AWR will likely be forced to sell
stock and debt to fund these expenditures.
Such a development would undoubtedly
dilute earnings, despite brighter top-line
prospects. We, therefore, look for Amer-
icans earnings growth rate to slow to 1596
in 2006. However, there might be a cata-
lyst on the horizon. The utility filed a

eneral rate case for region III during the
st quarter; Region III is its largest serv-

ice area with roughly 409(v of AWR's cus-
tomer base. The company is requesting a
2496 revenue increase, effective January
2006. If a favorable ruling is handed down,
our share-net figure would probably prove
too conservative.
Most investors will want to look else-
where. AWR stock ofFers minimal appre-
ciation potential to 2008-2010 and is
ranked 4 (Below Average) for Timeliness.
Although consolidating industry trends
could provide some opportunities for the
company, a dearth of funds limits the
likelihood of such measures„That said,
income-oriented investors might want to
consider the issue because AWR offers an
above average dividend yield.
Andre .J. Cosranza April 29, 2005
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BUSINESS: Aqua America, Inc, is the holding company lor water
and wastewater utililies Ihal serve approximately 2.5 million resi-
dents in Pennsylvania, Ohio, New Jersey, glinois, Maine, North
Caiolina. Texas, Florida, Kenlucky, and tive other states, Divested
Ihree of four non-water businesses in 'S1; lelemaiketing group in
'93; and others. Acquired Consumers Water, 4/99; AquaSource,

We look for Aqua America to post an
earnings gain af 12% in 2005, following
last year's likely advance of almost 12%.
Tho revenue increase was primarily a re-
suit of acquisitions. Heavier than-usual
rainfall in 2004's final quarter likely
dampened earnings by as much as $0.03.
Aqua America completed 29 acquisi-
tions in 2004. These purchases were pri-
marily funded with long- and short-term
debt. Unsecured notes were the company's
preferred way of securing capital, and the
year. end close of the ratio of long-term
debt to total capital was probably 54%.
The interest rate on most of the company's
current long-term debt is in the range of
5% to 6.5%. The first addition of 2005 was
a water system in Texas at a cost of about
$325,000. Aqua sees its southern markets
as an appealing expansion avenue.
The company has been relatively suc-
cessful in achieving rate increases,
within this heavily regulated industry.
Most recently, Aqua won a 5% rate hike in
Pennsylvania. This is equivalent to $13.8
million in annual revenues. The company
is also on the verge of a rate hike in Texas,
which should be fina)ized in May, . If so,
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59%
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53%

7/03; and a!hem. Water supply revenues '03: residential, 59%;
commercial, 17%; industrial & other, 24%, Ofrxcers and directors
ovm 1.4% of the common stock (4104 Proxy) Chairman & Chief Ex-
ecutive Ofecer: Nicholas OeBenedicas, incorporated: Pennsylvania
Addresm 762 West Lancastei Avenue. Bryn Mawr, Pennsylvania
19010.Telephone: 610 525-1400. Internet: www. aquaameiica. corn.

this would raise revenues by about $12
mil)ton per annum. Uti)tty commissions
are ynore apt to award increases due to ris-
ing capital costs rather than operating ex-
penses. In Aqua's case, rate increases have
also been influenced by the it's ability to
lower the ratio of expenses to revenues.
This untimely stock's pr1ce-to-
earnings ratio is somewhat above its
traditional norn3. Consequently, despite
decent earnings growth prospects, this
equity's appreciation potential to 2007-
2009 is unattractive. The percentage of
dividends to net profit has been generally
trending down since 1994. and we don' t
expect this to be reversed in the coming
years. The increase in retained earnings,
combined with the likeliness of' a rising
debt level, accounts for our projection that
earnh3gs growth in the coming 3 to 5 years
will exceed the 8.5% average increase (per
Annual Rate box) over the past 10 years,
The company's top rank for Earnings Pre-
dictabiiity. along with high marks for the
Stock's Price Stability and Growth Per-
sistence. may well appeal to conservative
investors.
Mare Den ton .Janvary 28, 2005

(A) primary shares outstand!ng through '96; disc, operalions: '96, 2d„Next earnings report (C) In millions, adjusted for stock splils

dilu!ed therea/ter Excl. nonrac. gains (losses): due eariy February. (8) Dividends historicafy
'90, {384k '91. (344); '92, (384); '99. {11C):'00, Paid in eeyfy March, June, SePL 4, Dec, ~ Dfv'd,

24; '0 I, 2d; '02, 54; '03, 44, Exd. gain from reinvestmant plan available (5% discount)

a 3000, value I/PIE pabEIII552. Iaa. Ax Ikloo Iiowyori, . Faouol molorial u abiIuaad born sawaoi bosivod Ia be Eaiobk End is provided w!lhaat woninlios af any SHIri.
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Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

AQUAAMERICA,¥  . 
TIMEUNESS 4 Lowered6/4/04

SAFETY 3 Low_ _'1/0] LEGENDS
-- 1.50 X Dh'id_nds p sh

TECHNICAL. 2 Raised1///05 6_AdedbyInle,eslRate
......RelalJvei_iceSveng_

BETA .75 (l.00.Mad_e0 3f .2 _w_7/96
44 3 mi 1_8

2007-09 PROJEC St 4 m, lUOO
Ann'lTotal $4 4 :Ft 12)01

Price Gain Return 54 4 :_il IZ/03

High 35 (+45%} 11% Op ns Yes
Low 20 (-2O%) -2% shoreda,'eai_icatesrecession
Insider Decisions [ -,

g A M J J A S O N 34

b_.,,y 1 0 0 1 0 0 0 0 0 _ ....0V_on= 0 0 1 0 0 0 0 1 0 ..,= 4......=..__._
bS_ O02101000
Institutional Decisions ,, to" ,,,'"h %.o,

1OZO04 2Q2N4 302004 Percent 45
b But 93 90 gO shore= 3
b,_fll 73 62 45 traded 1.5

26637 26345 26282

CAPITAL,STRUCTURE as of 9130/04

Tota D.ebt-$._61.5_i=l DueIn 5 Yre $211,9mill
"LTDe'bt$_ LT Interest$45,0 mill,
(Total inlereslcoverage:3,5x)

PensionAssets-12/03 $1087 mill
Obllg. $1501 mill.

Pfd Stock None

Common Stock 93,254,277 shar.e_./asoft0_'5104..............

MARKETCAP: $2.3 billion (Mid Cap)

CURRENTPOSITION 2002 2003 9/30104
(_V_LL)

Cash Assets 497 39.2 18.6
Receivables 577 62.3 710
Inventory (AvgCet) 46 5.8 Z6
Other 2,7 5.1 6.1
Current Assets 114.7 112.4
Accts Payable 31 1 32.3 15.2
Debt Due 1494 135.8 189J
Other 46.0 63.9 81.6
Current Liab. 226.5 232.0 2_
Fix. Chg. Coy. 347% 344% 331%

ANNUAL RATES Past Past Est'd'Ol.'03
of_ange (Peroh) 10Yr=, 5Yn. to'07"09
Revenues 4,0% 7.5% 80%
,Cash Flow' 8.5% 10.5% 70%
Earnings 8.5% 9.5% g0%
Dividends 50% 6..0% 7.0%
Book Value 8.0% 9.5% 6.0%

Cel.
er ;lar

i( 01
2( 02
2(03
2(04
2(05

C 11o

en Jar

2{01
2C02
2033
20)4
20)5

0UARTERLYREVENUES($mill) :eli
Mar.31 Jun,30 Sep.30 Dec,31 "ca

702 773 847 75.1
717 706 919 81.8
80.5 834 102.1 1012
99.8 1065 120.3 113.4

110 120 130 130

EARNINGSPERSHAREA

Mar.3i Jun.30 Sep.30_Dec.3i
.14 ..18 .22 ..14
14 .16 25 .17
15 ..18 .24 .19
17 .19 .26 .23
.19 .23 .27 .26

C;I. QUARTERLYDWIDERD$PAl0e,

en(ar Mar.31 Jun.30 Sep.30 Dee.31

2001 I .099 .099 .099 .106

2002 .106 106 .106 .112
2003 .112 .112 .112 .12
2004 .12
2005 .13

3)7,,:
3 _2.(
3 _70
4 f0
4 _0

i_ull
ear

72
.76
.86

. .L5
F =11

Y_
4O
43
46

199_ 19.t

24;
5(

3!

.2_

61

3,21
....44.8_

13.5 12

.89 .I

6.0%

108,6 117
15.6

42.5% 404!

,8%
502%

17.4% 16.4"`
303.l

385.7

70%
0.4%

0.3%
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2,1%
!'Target Price Ran

2007!2008 J20(
i

-- _.54

i

%TOT.RETURN12,/04
THt_ VL ARfrH

I yr. 139 172

3 yr 467 43 9

5yr. 110.4 76.6

Revenue=per _h

"Cash Floydpersh

Earningsperth _'

Div'dDecl'dpersh o.

Cap'lSpendingper sh
BookValuepersh

CommonShsOutst'g c
AvgAnn'lPIERaUo

Relative P/ERatio

AvgAanil Dlv'dYield

Revenue=({mill)

NetProfit ({mill)
Income TazRate

AFUDC% toHe1Profit

Long-TermDebtRatio

CommonEquityRatio
TotalCapital($mtll)

NetPlant({mill)

' .4_]
.-40
' 32

--24

20

-16

12

-..8

.-8

?.8% 76% 64_ 7.5_; 8.5g IRaturnonTotalCap'l
19% !.3% !2% 1.7% L3% 12.7% 102", '1,59 r3.0N IRetum on6hr. Equity

!.0% !.4% !.3% 1.7% !.4% j 12.7% 10.2=` 1.0% r2.0%IRetumon CornEquity
2,1% % L6% '5% 3% 1,7% I%1 5.2%I 42_ 6.0_ (_.0_; RetalnedtoComEq

BUSINESS: Aqua America, inc. Is tho holding companytot wa_er 7/03; and"o-_ers. W"_'e_supply 'revenues '03: residential

and wastewaterulilitJesthai serveapproximately2.5 million resi- commercial,17%; indusldal & other, 24% Officers and directors
dents in Pennsylvania,Ohio, New Jersey, Illinois,Maine, North own 1.4% ef the commonstock(4/04 Proxy) Chairman & Chief Ex.,
Carolina.Texas, Fiodda,Kentucky, and fiveother states, Divested ecutiveOfficer:Nicholas DeBenedJclis,thcorporaled: Pennsylvania
three of four nomwaterbusinessesin '910lelemarketinggroupin Address: 762 West LancasterAvenue, Bryn Mawr, Pennsylvania
'93: and others. Acquired ConsumersWater, 41990AquaSouree, 19010.Telephone:610-525-1400. Intemet:www.aquaamerica_Jm.

We look for Aqua America to post an this would raise revenues by about $12

7-0_!
(,(

1,8

IJ

i

1.7

8,8

rO0.O
23,

1.5

Z4'_

_0

12
:OrO _

4.0_

_,O°A

138(

230_

9,5g
3.5_

3.0_

8.5_

539

59%

:arnings gain of 12% in 2005, following
*s_ year's likely advance of almost 12%.

he revenue increase was primarily a re-
sult of acquisitions. Heavier-than-usual

rainfall In 2004'S final quarter likely
dampened earnings by as much as $0.03.

Aqua America completed 29 acquisi-

tions in 2004. These purchases were pri-
marily funded with long- and short-term

debt. Unsecured notes were the company's
preferred way of securing capital, and the
year-end close of the ratio of" long-.term

debt to total capital was probably 54%.
The interest rate on most of the company's

million per annum. Utility commissions
are more apt to award increases due to ris-

ing capital costs rather than operating ex-
penses. In Aqua's case, rate increases have

also been influenced by the It's ability to
lower the ratio of expenses to revenues.

This untimely stock's price-to-
earnings ratio is somewhat above its

traditional norm. Consequently, despite
decent earnings growth prospects. _his
equlty's appreciation potential to 2007-

2009 Is unattractive. The percentage of

dividends to net profit has been generally
trending down since 1994, and we don't

current long-term debt is in the range of expect this to be reversed in the coming
5% to 6.5%. The first addition oF 2005 was years. The increase In retained earnings,

a water system in Texas at a cost of about combined with the ]lke[lness of' a rising
$325,000. Aqua sees its southern markets debt level, accounts for our' projection chat

as an appeallng expansion avenue, earnings growth in the coming 3 to 5 y_ rs
The company has been relatively suc- will exceed the 8.5% average increase er
cessful in achieving rate increases, Annual Rate box) over the past 10 ye s.

within this heavily regulated Industry. The company's top rank for Earnings Pre-
Most recently, Aqua won a 5% rate hike In dlctablllty, along with high marks for the

Pennsylvania. This is equivalent to $13.8 Stock's Price Stability and Growth Per-

million in annual revenues. The company sistence, may well appeal to conservative
is also on the verge of a rate hike in Texas, Investors.

12 12 .13 { 49 which should be finalized In May. If so, MarcDenton .January28, 2005

(At Ptimar/shares oulstsnding through '90; J ,lisc, operations: '96, 2¢, Nex earnings roped J (C) In millions adjusled for sock spits I Compan s Financial Siren th B+
dilutedthereafterExcl. nonrec,gains(losses):I Iue eady February (el DividendshistoricalJy ' I R ._-,. _ =. _. *,. g
'g0, (38¢): '91. (34¢); '92, (38¢};'99, (11¢): '00, I I aidinearly March June Sent &Dec • Div'd I I "-'T'"Z ""ca _ta..,,L,r 85

o 2005. Value Line Pul_d_i,*_ Inc. AI righls rer,ec,,e_, Faclual maledal b obOJned flora r,tx_ce$ be_-_.< ,^ _.-'--¢-.,- --= ,- ---., ................ L ---'""'=" '-'--_''y'_ luu {

THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERROR$ OR OMISSIONS HEREN lh_s-u_cadon ss,.z_fo_ ............. !Y, • _ .... _-w-_-_¢r= I • _,J_]v + vr_
..... " r . _"1 _uau=m_own. non¢ommercl,% mzemal_e.._opatl l],Jl-.]mlli.'_l.Jftl , , I : I I I' ,
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CALIFORNIA WATERHYSE-aNr )eja'T" 35,12 uTla 22, 7(N'e""llj))
"" 121' 32%

TIMEUNESS 3 Raised Sffo

SAFETY 2 Lowered tllli95

TECHNICAL 2 Raised TITIIDS

BETA .25 (1.00 Merkug

20074)9 PROJECTIO 6
Ann'I Total

Price Gain Return

High 35 (N II) 3NA

Law 25 (-38ye ) -4N

High: 20.,6 20,5 17 6
Low: 26.2 24.7 4 8
LEGEHOS

1.33 x Olvklends p sh
divided by kaeTDSI Rate

~ ~ ~ . Re(eave Price Siienglh
24DT 1 split iles
Opuans: Ho

Shaded area lee0csies recession

h

21.9
16,3

29.,6
18.6

336
20.8

320
226

31,4
22.5

286
22 9

26.,9
20„5

31.4
23.7

II Inn

3?.9
26.1

leeue ~ D

Target Price Range
2007 2008 2009

48
40
32

.24
20

Institutional Decisions
TD2000 2D2N0 302000

42 40 38
18 30 28

3285 0047 3994

ia aay
ie Sell
Hid' ~f000

1988 i 1989 1990 1991
10 03 10 33 10.S3 11.18

1 87 I 89 I 97 1 SB

1.23 120 1.25 1 21

.80 .84 .87 .90

2 12 2.40

9.30 9.66
2.36

10.04

303
10,35

11.34 11.38 11.38 11.38

11.5
i

10,6

.95;,80

5.7%j B.e%

10.4

6.7Ve

11.2
72

6.6%

insider Decisions
MAM 2 JASON

iaauy 0 0 I 0 0 0 0 0 0
Dpiane 0 D 8 0 D D D D D

iesea 0 0 0 0 0 0 0 0 1

Perceni 4 5
shares 3
Traded 1.5

1992
12 29

1.92
109
.93

309
10.51

2.53
10.SO

226
11.56

217
11.T2

11.38 1 1.38 12.49 12.54

14.1

86
6.1%

'l3 6
.80

5 2e/

14.1
92

5.8e/

137
,.92

6.4%

1993 1994 1995
13,34 12 59 1317
2 25 2 02 2.07

1,35 122 1.17

.96 .99 1.02

1996
14.48

2.50

1.51

1.04

283
12.22

12.62

11.9
.75

5.8%

199T
15 48

292
183
f.06

261
13.00
12.62

12.6
,73

4.6%

1998
14.76

2.60

1.45

1,07

2,74

13.38

12.62

178
93

4.2%

1999
15M
275
1.53

1.09
344

13.43

12.94

17.8
1.,01

4.0%

I eu
~

' '-'ei

2000 2001
16 16 i626
252 220
131
1.10 (,(2
245 4.09

12.90 12.95
15.15 15.18

19„6 27.1
1.27 139

4.3% 4.4%

17.33 16 371

2.65 251
125 121
1.12 1.12

4.39
14.44

5.82

13.12
15.18 16.93
19.8
1.08

4.5%

221
128

4.2%

2002 2003

N TOT. RETURN 12/04
Tms YL Aunik

STOCK INDEX

428 12 2
680 439
52.2 28.8

2 yr
3 yf
5yr

(7.45 1845

295 3 f0
1.58 1 70

1.13 1.14

Revenues persh

"Cash Flow" per sh

Earnings per ah 4

Div'd Decl'd pui sh s N

340
15.55

3 55 Cap'I Spending per sh

15.80 Bookvaluepershc
28.35 18.70 Common Shs Oulsl'g o

18.
.97

3.9%

Avg Ann'I PIE Ratio

Relative PIE Ratio

Avg Ann'I Div'd Yield

20D4 2005 o VALUE LINE PUB„ INC. 7.08

20.85

3.80

200
1.18

3.90

18.25

23.00

f8.0
1.05

4.P%%d

CURRENT POSITION
(5&1LL)

Cash Assels
Other
Cun eni Assets
Accis Payable
Debt Due
Other
Currenl Liab.
Fix. Chg. Cov.

2002 2003 BI30I04

1,1
41.9
43 0
23.7
248
43.0
91.5

250%

2.9
40.6
43.5
23.8
7.3

32.5
63.6

218%

33„1
48.7
81 8
26 8

,9
373
65.0

201N

ANNUAL RATES
of change (pei sh)
Revenues
'Cash Flow"
EaThings
Dividends
Book Value

Past
10 YTS.

3 04/e

2 0%
-.5%
2 OVe

2.5%

Past Esl'd '01-'03
5 Yrs. Io '07'09
20% 35N

-1.5% 6 5%%d

4,5% 10 OYe
10% TON
1.0% 5 ON

Cal ~

ender

2081
2002
2003
2004
2005

Caf.
endar

2001
2002
2003
2004
2005

Cal-
endar

2001
2002
2003
2004
2005

QUARTERLY REVENUES ($ mill. )
Maf.3( Jun, 36 Ssp.30 Dec.31

47.0 67.0 76 3 56.5
517 692 814 60.9
51 3 68,0 88 2 69,6
602 88 9 ST 1 73.8
65.0 90.0 105 85.0

EARNINGS PER SHARE 4 8

Mar. 31 Jun. 30 Sep.30 Dsc.31

01 34,39,20
,12 43,50,.20

(I,05 30 .53 41

08 59 59 .32
.09 .55 .70 .36

QUARTERLY DIVIDENDS PAID 8 ~

Mar. 31 Jun. 30 Se .30 Dec.31

.279 279 .279 279
,28 28 ,28 .28
281 281 .281 . 281
.283 283 .283 , 283

Full
Year

246.8
263,2
277.1
320
345

Full
Year

,94
1.25
1,21
5.58
5.70

Full
Year

1.12
1.12
1.12

CAPITAL STRUCTURE as of gl30I04
Total Debt $2T2.8 miIL Due in 5 Yrs $11,0 mill.

LT Debt $271.,9 mill LT Interest $17.5 mill.

(LT Inieiesl earned: 4 2x; total inL cov 3 3,8x)

Pension Assets. 12(03 $88.4 mill,

Oblig. $83.2 milL

Pfd Stock $3.5 mI Pfd DIY'd $.15 mill.

139,000 shares 4.4% cumulative ($25 par)

Common Stock 18,345,496 shs.
as o(11(4I04
MARKET CAP: $850 million (Small Cap)

157.3 165,1

14.4 14.7
40.0% 40.'(%

182.8

19.1
38.9%

195.3
23.3

37 4%

186 3

18.4

36.4%

206 4

19.9
37.9%

244.8 246 8
20.0 14,4

42,3% 39,4%

46.6'/0 49 2%

52.2% 49.7%

276.9

407.9
7.1%

97%
9.9%

296 0
422.2

68%
9.8%

9.9Ve

47.4%

51.4%

299,9

443.6

83%
12 1%

12.3%

45.4%

53.5%

306.7

460.4

9 4Ve

13.9%
14.1%

442%

54.7Ve

308 6

478.3
7,8%

10.7%

10.SVe

46,9%

52.0%

333 8

515.4
7 BVe

112%
11.4'/e

48.9% 50.34T(

50.2%. 48.8%

388.8

582.0
68%

10,0%

10.1Ve

402.7

624.3
5.3%
7.2%

7.2%
1.9%
81%

12%
88%

38%
69%

6.0%

58%

2 Be/

74%

3.5%

70%

1,8%

82%

NMF

119%

BUSINESS: Califoenia Water Service Group provides regulated and
nonreguialed water senrlce Io over 2 million people (461.200 cus-
Iomeis) in 98 commumTies in California, Washington, and New

Mexico. Main service areas: Sen Francisco Bay area, Sacramento
Vagey, Sagnes Valley, San Joaquin Vagey & pails ol Los Angeles.
Acquired National Ulgily Company (5(04)l Rio Grande Corp.

An improving regulatory environment
augurs well for California Water Serv-
ice Group. Despite sluggish and unfavor-
abie rate case rulings in recent years, it
appears as though the Caiifornia Public
Utilities Commission (CPUC) has turned
over a new leaf. Recent decisions signal
that the regulatory climate is improving
and that the current regulatory bodies'
policies are becoming more-business
friendly. CV/T has filed (ts 2004 geneiai
rate case for eight districts, including
Sa)inas. The fiiing, which covers roughly
40% of its total customer base, requests a
$26.5 million in rates in 2005, with in-
creases of $6.3 million in 2006 and 2007.
Meanwhile, the company also has other
cases still pending with the commission.
Favorable decisions would prove our es-
timates fairly modest. However,
We look for earnings growth to mod-
erate in 2005. We are especiaiiy con-
cerned about first-half comparisons, as
heavy rainfall has put many of the compa-
ny's wells out of commission in the past
f'ew months. As a resuit, Cai has been
forced to purchase water to meet demand,
pushing operating costs considerably high-

263.2

19.1

2T/„I

19.4
320

29.0

345 Revenues ($mgl)

32.0 Net Profit $miS

475

45.0
39 TNA 39,9%

553% 5230

44.0Ve 47.0%

453.1 520.3

697,0 759.5

40.0N 4LON Income Tax Rate

Nil Nil AFUDC Ve to Nel Profit

48.5% 49.5Ye Long Term Debt Ratio

50.5N 49.5Y. Common E uii Ratio

600 Total Capital ($mig)

850 Net Plant Smgl

570

800

40.0N

Nil

49 OTA

50.0N

840

985

5 9Ve

9 4Ve

9.5%

5.6Ve

78%
7.9Vo

6,5N T,O/. Return on Total Cap'I

10.0% 10,5% Return on Shy. Eqully

10.0Y 10.5% ReturnonComE ui

7.0%

11,0N

11,0eA

1.0%

90%

.Te/

91 '/e

30%
72%

3.5N RetainedloComEq

67N ASDiv'dstoNetProf
4.5A

60N

(11i00), Revenue breakdown, '03: Tesldeniiel, 70%; business, 164&

public authorities, 5%; Indusirlal, 4%; other. 3'/, '03 reported
dePTec rate: 2,2Ve, Has about 815 emPloyees. Chairman: Robert
W, Foy. President & CEO: Peter C, Nelson Inc: Delaware. Ad

dress: 1720 Norih Flrsl Slresl, San Jose, California 95112-0598
Telephone: 408-367-8200. Iniemel: www. calwaieT. COm.

er. Purchased water can cost five times
more than intetyially produced supplies.
We look for growth to pick up as the year
progresses and as wells are restored.
Infrastructure costs ought to limit
profits out to late decade. The costs of-
well and pipeline upkeep has risen and,
with the threat of bioterrordsm looming,
should increase over the next f'ew years
Such costs wi)( fbrce Cai to issue more
debt and stock in order to pay the bill.
These shares are not for everyone. . .
They are ranked 3 (Average) for Timeii-
ness. Moreover, they offer little 3- to 5
y'ear gains appeal, as the 2096 surge in
share price since our October review dis
counts any gains we envision at this time.
Cai shares are already trading s)ightiy
above our 2007-2009 Target Price Range.
. . . but should interest those looking
for some income. CWT offers an above
average dividend yield. Investors should
also find solace in the fact that the board
of directors has increased the company'
annual payout in each of the last 37 year .
The stock also carries a 2 (Above Average
rank for Safety.
Andre J. Cosranza .January 28, 2005

(A) Basic EPS. Excl. nonrecurring gain (loss): (B) Dividends historically paid in mid-Feb. . (C) Incl. defened charges. In '03: $38.0 mill,
'00, (TS); '01, 44: Q2 '02, SS. Nexl earnings May, Aug e Nov. ~ Div'd Teinvesbnent Plan $2.25(eh.
report due Isle ApriL available. (0) In millions, adjusted for split

(E) May nol total due to change In shares.
a 2885, value Line publishino. Inc. Ail rioiss Tesaved. Factual maieiui is obtained from sources bukevad ia be Tekebk and is provided eikhms weuunuas of any kind.

THE PijBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS On OMISSIONS HEREIN. This publceiian is suiatiy Ia sabscribee's awn, nancammaciei. kieeaei use. Ha Pen
Ti 0 mny ba Tesuaduaat resakt slaed a uensniaed il any fxklat Eeecuonic a aha Tarn a used ke genaeling a mekeling any pkeed or ekxuaic pubkelial service or ptakKL
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CALIFORNIAWATERNYSE. 
High:J 20,61 20,51 176 219 29,6 338 i 320 31,4 286 26.9 31,4 37,9

TIMFUNESS 3 RaisedEoRt Low._L_L_.___14 8 16,3 18,6 208 226 21,5 220 20.5 237 26.1
SAFETY 2 L0weredB/11/95 LEGENDS |

1.33 x Dividendspsn l
dividedby _tem_Rale l

.... Relate Price Seength

RECENT IPIE (Trailing:21.0_ RELATIVE I 0__. 1P,,cE35.12=022.7 1.2 ° 3.2
_Median:17,0]PIERATIO ....

4=.; : i ! ;_

.,!'__]__. ........,,,I,,,,,,,,,,,,..,'
,[l'_ II ill " II"' : i : _ " "l
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TECHNICAL2 Raisedl/'21/05

BETA .75 (1.00= Market) 2.4o_,,1spS[ 1R8
Options:No2007-09PROJECTIONS Sh._deOarea _dcales recession

Ann'l Total
Price Gain Return

H_h 35 IoNiI} 3% _,.,i,l'""_ ,,,,,,,,
Low 25 (-3 -4% j,., .,,. :,. ..... .
Insider Decisions

, A' ' o'', oOo"...toBuy 0 0 1 0 0 0 _'" '" " r_"_""

Target Price Rang
20072008200. ¢

64

48
4O

......... ""-32

.......... • " 24
20

! 16

12

1 ] ....6
-6

% TOT. RETURN 12/04
THIS VL AenFt,

ROCK UIDEX

1 yr. 429 172
3 yrl 660 439
6 yr. 57.2 76.6

-o--" %

Op_o_ O 0 0 00 000 0 ","- ...._s,, oooooooo_ ... . ...... i'_:_
" ......... "-" "'-'" "---' i _ •

]nstitutionalDecisions i " ".-,..o-' !_ .-'.,,".,,. j

102004 =O2N4 ,}Q20N Percent 45 i . ;, ,._e ['l _ _)°_"toBuy 42 40 38 shares

to.,, . ,re.o j _L ,,,I,I,.,,,,, "",',".,J._.,0_ 370..047 399. -;: il]_l_i ,,,llll,ll.,,lnlllhIll,J,,IJ]Illllfl,,llllJllm_
198811989 199( 11991 1992 1993 199_ 1995 1996 1997 1998 11999 2000 2001 2002 2003 2004 2005 OVALUELINEPUB,,INC. 7.09

10,03 i 1033 10.93 11,18 12291 13,34 1259 1317 1448 1548 141,76 15,96 1616 1626 1733 16.371 17,45 1845 Revenues per sh 20.65

187 J 189 197 1 98 1.92 225 202 2.07 2.50 292 2.60 275 252 2 20 2.55 2 51 _95 3lfO I"C.shFlow" per sh 3.60

118_ 120 125 121 109 1.35 |22 1.17 1.51 183 1.45 1.53 131 94 125 121 1.58 170 Eamingspersh • 2,00

.84 .87 .90 .93 .98 .99 1.02 1.04 1.06 1,07 1.09 1.10 1,12 1.12 1.12 1.13 1,14 Div'd Decrd per she = 1,t,,

212 2.40 2,36 303 3,09 2.53 226 217 283 261 2,74 344 245 409 5.82 4.39 3.40 365 Cap'lSpendingpersh 3.90

9.30 9.66 10.04 10,35 10.51 10.90 11.56 11.72 12.22 13.00 13.38 13.43 12.90 12.95 13.12 14.44 15.55 15.80 BookValuepersh c 18.25

11.341 11.38 11.38 11.38 11.38 11.38 12.49 12.54 12.6; 12.62 12.62 12.94 15.15 15.18 15.18 16.93 18.35 18.70 CommonShsOutst'g e 23.00

115 10,6 I 10.4 11,2 141 136 14.1 137 113 1Z6 178 17,8 19.6 27.1 19.8 22 1 18.8 Av9 Ann'l PIE Ratio 16.0

95 J 80 .77 72 1186 .80 92 ,92 .75 ]3 193 1,01 1.27 139 1.08 1,28 ,97 Relative PIE Ratio 1.05

5.7% J 6.6% 6.7% 6.6% 6.1% 5.2% 5.8% 6,4% 5,8% 4.6% 4.2% 4.0% 4.3% 4.4% 4.5% 4.2% 3.9% Avg Ann'l Div'd Yield 4.0=(

CAPITAL STRUCTURE as of 9130104 157,3 : 165,1 182.8 I 195.3 I 1863 20614 244._ 2468 263,2 277.1 320 345 Revenues ($mlll) 475

Total Debt $272,8 mill. Due in 5 Yrs $11,0 mill. 14.4 14.7 19.1 23.3 18.4 19.9 20.0 14.4 19.1 19.4 29.0 32.0 Net Profit ($mill) 45.0
LT Debt $271,,9 mill LT Interest $17.5 mill, 40.0% 40.1% 38,9% 37 4% 36.4% ! 37.9% 423% 39,4% 39,7% 39,9% 40.0% 40.0_ i lncome Tax Rate 40,0_

! (LT interest earned: 42x; total int, cov.: 3,8x) .................... Nil Nil AFUDC % to Net Profi Nil

46,6% 49,2% 47.4% 45.4% 44,2% 463% 483% 50.3% 553% 52.3% 46.5_ 49.5_ !Long.TermDebtRato 49.0_

PenslonAssets.12103588.4mill, 52.2% 49.7% 51.4% 53.5% 54.7% 52.0% 50.2% 48.8% 44.0% 47.0% 50.5_ 49.5_ Common Equit)' Ratio 50.0_

pfdOblig'stock$63'253,5mill'mill,Pfd Dtv'd $.15 mill. 276,9 2860 299,9 306.7 3086 3338 388.8 402.7 453,1 5203 570 000 Total Capital ($miU) 840

139,000 shares 4.4% cumulative ($25 par) 407.9 422.2 443.6 460.4 478.3 515.4 582.0 624,3 697,0 759.5 800 650 Net Plant ($mlll) 985

7.1% 68% 83% 94% 7,8% 78% 68% 5.3% 59% 5.6% 6.5% 7.0% Return on Total Cap'l 7,0%

Common Stock16,345,496 shs, 9.7% 9,8% 12,,1% 13,9% 10.7% 112% 10.0% 7.2% 94% 78% 10.0% 10,5% Return on Shr, Equity 11.0%

asot'11/4/04 9.9% 9.9% 12.3% 14.1% 10.8% 11.4% 10.1% 7.2% 9,5% 7.9% 10.0% 10.5% RetumonComEquit_ i 11.0%

MARKET' CAP: $650 million (Small Cap) 1.9% 12% 38% 6,0% 2.8% 3.5% 1.8% NMF 1,0% ,7% 3,0#_ 3.5% Retained to Gem Eq 4.5'.1;

CURRENT POSITION 2002 2003 913010, 81% 88% 69% 56% 74% 70"/, i^ (,S_LL) 82% 119% 90% 91% 72% 87% AJIDvdsteNetProf [ 60%

_.,asn P.ssels 1 1 2,9 331 BUSINESS; California Water Service Group pmvZdes regulated and (11100), Revenue breakdown. "03: residential, 70%; business, 18%
Other 41.0 40.6 48.7 nonregulatad water service to over 2 miflion people (461,200 cus.. public aulhofities, 5%; industrial, 4%; other, 3%. '03 replied
Current Assets 430 _ 81,,8 tomers) in 98 COmmunities in Califomie. Washington, and New deprec rate: Z2%, Hss about 615 employees, Chairman: Robert

!AcCtsDebtDuePayable 242378 23.87,3 268,9 Mexico. Main service areas: San Francisco Bay area, Sacramento W, Foy. President & CEO: Peter C, Nelson, Inc: Delaware. Ad.,

Other 43.0 32.5 37.3 Valley, Salinas Valley, San Joaquin Valley & pads of Los Angeles. dress: 1720 Norlh First Stmel, San Jose, Celifomia g5112-4596,
Current Llab. 91.5 63.6 _ Acquired National Utility Company (5/04): Rio Grande Corp. Telephone:408-367.8200. Intamel: www.calwater.com.

Fix. Chg. Cov. 250% 218% 201% An improving regulatory environment er. Purchased water can cost five times

ANNUAL RATES Past Past Est'd'01.'03 augurs well for California Water Serv- more than Internally produced supplies.

olchange(persh)RevenuesIOYr=.30% 5Yrs.2,0% to'07.'093,5% ice Group. Despite sluggish and unfavor- We look for growth to pick up as the ,year
"Cash Flow" 20% .,15% 65% able rate case rulings m recent years, it progresses and as wells are restored.

Earnings -.5% -6.5% 1010% appears as though the California Public Infrastructure costs ought to limit

BookDividendSvalue 2.5%20% 11'0%.0% 5.0%1"0% Utilities Commission (CPUC) has turned profits out to late decade. The costs of-

over a new leaf. Recent decisions signal well and pipeline upkeep has risen and,

Cab QU_TERLYREVENUES($milI.) Full that the regulatory climate is Improving with the threat of bloterr'orism looming,

endar Mat.31 Jun,30 Sep.30 De¢,31 Year and that the current regulates T bodies' should increase over the next few year's,
2001 47,0 67.0 763 56,5 2468 aolicies are becoming more-business Such costs will force Cal to issue more

2002 517 692 814 60,9 263,2 friendly. CWT has filed its 2004 general debt and stack in order to the bill.

2003 513 68,0 882 69,6 277.1 rate case for' eight dtstr'ic_, including These shares are not for pay
everyone...

2004 602 889 971 73,8 320 Sallnas. The filing, which covers roughly They are ranked 3 (Average) for Timell-

2005 65.0 90,0 105 85.0 345 40% of its total customer' base, requests a .. ness. Moreover, they offer little 3- to 5-

Cal. EARNNGS PER SHAREAe Full $26,5 million in rates in 2005. with in- );ear gains appeal, as the 20% surge In
endar Mar.31 Jun,30 Sep.30 Dec,31 Year creases of $6.3 million in 2006 and 2007. share price since our October review dis-

2001 01 34 39 .20 .94 Meanwhile, the company also has other counts any gains we envision at this time.

2002 12 43 50 20 125 cases still pending with the commission. Cal shares are already trading slightly

2003 d.05 30 .53 41 121 Favorable decisions would prove our es- above our 2007-2009 Target Price Range.

2004 08 59 59 ,32 f.58 timates fairly modest. However, ,.. but should interest those looking

2005 .09 .55 ,70 .36 1.70 We look for earnings growth to mod- for some income. CWT offers an above-

Cal- QUARTERLYDIVlDENDSPAID a= Full erate in 2005. We are especially con- average dividend yield. Investors should

.=ndar Mar.31 Jun.30 Sep.30 Dec.31 Year cerned about first-half comparisons, as also find solace in the fact that the board

2001 .279 279 .279 .279 1.12 heavy rainfall has put many of' the compa- of directors has increased the company's

2002 .28 28 .28 .28 1.12 ny's wells out of commission in the past annual payout in each of the last 37 years.

2003 281 281 281 281 1.12 few months. As a result, Cal has been The stock also carries a 2 (Above Average)

2004 268 263 .283 283 1.13 forced to purchase water' to meet demand, rank for' Safety.

2005..... pushing operating costs considerably high- Andre J. Costanza .January 28. 2005

(A) Basic EP6. ExcL nonrecurring gain (loss): (B) Dividends h s or celly paid in mid-Feb, J (C) nc. detened charges, In '03:$380 mill Company's Financta Stren th B+÷
'00, (7¢); '01: 4¢: Q2 '02, 8¢. Next earnings I May, Aug,, Nov, • Div'd re nvasl_ent p an I $2.25/sh ' ' I Sto.¢,. ,_............. 9 ^. J

report due ,ale P.pril. I available. _(D) In m,itions,adjusted re," spill I Frc;,;r;;;; ;'e'_;';l'/,ae g; I
• . | J(E) May nol total due to change In shams. J Earnings Predictabiti 65
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BETA (P}—STOCK INUESTMENT
RISK FOR PROXY GROUP

Docket 82005-34/W/S
Exhibit DCH-10

1 of 1

American States
Aqua America
Artesian
BIW
California Water
Connecticut Water
Middlesex Water
Pennichuch Corp.
SJW Corp.
Southwest Water Co.
Yorh Water

0.70
0.75
N/A
N/A
0.75
0.65
0.65
N/A
0.55
0.65
0.55

Average 0.66
Source: ValueLine, Standard and Expanded Editions

BETA ([3) -- STOCK INVESTMENT

RISK FOR PROXY GROUP

American States

Aqua America
Artesian

BIW
California Water
Connecticut Water

Middlesex Water

Pennichuck Corp.

SJW Corp.
Southwest Water Co.

York Water

0.70

0.75

N/A

N/A
0.75

0.65

0.65

N/A
0.55

0.65

0.55

0.66
Average
Source: ValueLine, Standard and Expanded F__itions

Docket #2005-34/W/S
Exhibit DCH- 10

1 of 1



Docket ¹2005-34-W/8
Exhibit DHC-11

1 of 1

CAPITAL ASSET PRICING
AND ROE SUMMARY

K=rf+ P (rm — rf)

K=capital requirement/R. O.E.
rf = Risk-Free Rate of Return
rm = Risk for Market Rate of Return
f3

= measurement. of stock's risk, see Exhibit DHC-10

rf
0.02

P rm rf
0.656 0.169 0.044

.02 + 656 * (.0169 — .044) = 10.2% CAP-M ROE
9.1% DCF ROE

Recommended R.O.E. = 9.65%

Docket #2005-34-W/S

Exhibit DHC- 11

1 of 1

CAPITAL ASSET PRICING

AND ROE SUMMARY

K=rf + _ (rm- rf)

K=capital requirement/R. O.E.

rf = Risk-Free Rate of Return

rm = Risk for Market Rate of Return

[3 = measurement of stock's risk, see Exhibit DHC-10

rf _ rm rf

0.02 0.656 0.169 0.044

.02 + 656 * (.0169 - .044) = 10.2% CAP-M ROE
9.1% DCF ROE

Recommended R.O.E. = 9.65%
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Docket ¹2005-34 W/8
Exhibit DHC-13

1 of 1

Recent Treasury Note and Bond
Auction Results

Security

5-YEAR

9-YEAR

2-YEAR

3-YEAR

5-YEAR

10-YEAR

2-YEAR

*5-YEAR

5-YEAR

*9-YEAR

2-YEAR

5-YEAR

9-YEAR

2-YEAR

3-YEAR

5-YEAR

10-YEAR

2-YEAR

'20-YEAR

5-YEAR

'10-YEAR

2-YEAR

5-YEAR

9-YEAR

2-YEAR

3-YEAR

5-YEAR

10-YEAR

2-YEAR

*5-YEAR

5-YEAR

'9-YEAR

2-YEAR

5-YEAR

9-YEAR

2-YEAR

3-YEAR

5-YEAR

10-YEAR

2-YEAR

Term

11-MONTH

9-MONTH

11-MONTH

11-MONTH

6-MONTH

9-MONTH

11-MONTH

Type

NOTE

NOTE

NOTE

NOTE

NOTE

NOTE

NOTE

NOTE

NOTE

NOTE

NOTE

NOTE

NOTE

NOTE

NOTE

NOTE

NOTE

NOTE

BOND

NOTE

NOTE

NOTE

NOTE

NOTE

NOTE

NOTE

NOTE

NOTE

NOTE

NOTE

NOTE

NOTE

NOTE

NOTE

NOTE

NOTE

NOTE

NOTE

NOTE

NOTE

issue

Date

6/15/2005

6/1 5/2005

5/31/2005

5/16/2005

5/1 6/2005

5/16/2005

5/2/2005

4/29/2005

4/15I2005

4/15/2005

3/31/2005

3/15/2005

3/15/2005

2/28/2005

2/15/2005

2/15/2005

2/15/2005

1I31/2005

1/31/2005

1/18/2005

1/1 8/2005

12/31/2004

12/15/2004

12/15/2004

11/30/2004

11/15/2004

11/15/2004

11/15/2004

11/1/2004

10/29/2004

10/15/2004

10/1 5/2004

9I30/2004

9/15/2004

9/15/2004

8/31/2004

8/16/2004

8/16/2004

8/16/2004

8/2/2004

Maturity

Date

6/15/2010

5/15/2015

5/31/2007

5/1 5/2008

5/1 5/2010

5/1 5/2015

4/30/2007

4/15/2010

4/15/2010

1/15/2015

3/31/200 T

3/1 5/20'i 0
2/1 5/2015

2/28/2007

2/15/2008

2/15/2010

2/15/2015

1/31/2007

1/15I2025

1/1 5/201 0
1/15/2015

12/31/2006

12/15/2009

11/15/2014

11/30/2006

11/15/2007

11/15/2009

11/15/2014

10/31/2006

4/15/2010

10/15/2009

7/15/2014

9/30/2006

9/15/2009

8/15/2014

8/31/2006

8/15/2007

8/15/2009

8/1 5/2014

7/31/2006

interest

Rate o/o

3,625

4,125

3,5
3.75

3,.875

4 125

3 625

0, 875

4

1,625

3,75

4

3.375

3 375

3,.5
4

3, 125

2.375
3,625

1 625

3
3.5

4,25

2 875

3
3„5

4.25

2,5

O.ST5

3.375

2

25
3 375
4.25

2.375

275
3,5

4,25

2.75

Yield

O/o

3.705

3„99

3.,615
3,821

3,89
4.,22

3,65

1,2
4.046

1.75

3.86

4.08

4.,504

3.498

3,47

3.618
4.049

3.245

2

3,731

1.725

3., 12

3.,55
4., 15

2,945

3,09
3„51

4.28

2.59
0.95
3.49
1,885

2.62

3,439

4,195
2.494

2,842

3.52

4,27

2„797

Price

Per

$100
99.637908

101„091049

99 '780029

99,.800526

99.932269

99„231425

99.951975

99.624026

99,793649

99,020489

99 790219
99.641447

95.996638

99,764391

99.731536

99,464692

99.600335

99,769428

107.552

99.520732

99.09064

99 769076

99.772769

100,80029

99,865006

99,.744019

99,954506

99.75801

99 825825

99.625501

99,476542

101,525704

99.767659

99 708

100 436

99,769

99,737

99„909

99,838

99,909

CUSip

912828DX5

912828DV9

912828DW7

912828DT4

912828DU1

912828DV9

912828DS6

912828CZ1

912828DR8

912828DHO

912828DQO

912828DP2

912828DM9

912828DNT

912828DK3

912828DL1

912828DM9

912828DJ6
912810FR4

912828DG2

912828DHO

912828DF4

912828DE7

912828DC1

912828DD9

912828ANO

912828DB3

912828DC1

912828CY4

912828CZ1

912828CXS

912828CP3

912828CWS

912828CVO

912828CT5

912828CU2

912828CR9

912828CS7

912828CTS

912828CQ1

* Denotes an inflation-indexed security
Source: U.S. Department of Treasury - http: /Iwwws. pubi/cdebt. treas. gov/AIIOFIVtebond

Docket #2005-34 W/S
Exhibit DHC-13

1 of 1

Recent Treasury Note and Bond
Auction Results

Security Term Type

Issue Maturity Interest Yield

Date Date Rate % %

5-YEAR NOTE 6/15/2005 611512010 3,625 3.705

9-YEAR 11-MONTH NOTE 6/1512005 5/1512015 4,125 3,,99

2-YEAR NOTE 513112005 513112007 3,5 3,,615

3-YEAR NOTE 511612005 511512008 3.75 3,821

5-YEAR NOTE 511612005 511512010 3,,875 3,89

1O-YEAR NOTE 5/1612005 511512015 4,125 4,,22

2-YEAR NOTE 5/2/2005 4/3012007 3,625 3,65

*5-YEAR NOTE 412912005 411512010 0,875 1,2

5-YEAR NOTE 411512005 411512010 4 4.046

*9-YEAR 9-MONTH NOTE 4/15/2005 1115/2015 1,,625 1,,75

2-YEAR NOTE 3/31/2005 3/31/2007 3,75 3,86

5.-YEAR NOTE 3/15/2005 3/15/2010 4 4.08

9-YEAR 11-MONTH NOTE 3/15/2005 2/15/2015 4 4,,504

2-YEAR NOTE 2/28/2005 2/2812007 3.375 3,498

3-YEAR NOTE 2/1512005 2/1512008 3,375 3,47

5-YEAR NOTE 2/15/2005 2/1512010 3,,5

10-YEAR NOTE 2/15/2005 2/15/2015 4 4,.049

2-YEAR NOTE 1/3112005 1/3112007 3,125 3,245

*20-YEAR BOND 113112005 111512025 2.375 2

5-YEAR NOTE 1/18/2005 111512010 3,625 3,731

*10-YEAR NOTE 1/18/2005 1/15/2015 1.825 1.725

2-YEAR NOTE 12/31/2004 12/31/2006 3 3,,12

5-YEAR NOTE 12/15/2004 12/15/2009 3,5 3,,55

9-YEAR 11-MONTH NOTE 12/15/2004 11/15/2014 4,25 4,,15

2-YEAR NOTE 11130/2004 11/30/2006 2,875 2,945

3-YEAR NOTE 11/15/2004 11 I15/2007 3 3,,09

5-YEAR NOTE 11/15/2004 11115/2009 3,5 3,,51

10-YEAR NOTE 11/15/2004 11/15/2014 4,,25 4.28

2-YEAR NOTE 11/112004 10/31/2006 2,5 2.59

*5-YEAR 6-MONTH NOTE 10/29/2004 4/15/2010 0,875 0,95

5-YEAR NOTE 1011512004 10/15/2009 3,375 3,49

*9-YEAR 9-MONTH NOTE 10/15/2004 7/1512014 2 1 ,,885

2-YEAR NO'I'E 9/3012004 913012006 25 2,62

5-YEAR NOTE 9/15/2004 9/1512009 3,,375 3,439

9-YEAR 11-MONTH NOTE 9/15/2004 8/15/2014 4.25 4,195

2-YEAR NOTE 8/31/2004 8/31/2006 2,,375 2,494

3-YEAR NOTE 8/16/2004 8115/2007 275 2,842

5-YEAR NOTE 8/1612004 8/15/2009 3,5 3.52

10-YEAR NOTE 811612004 811512014 4,25 4,27

2-YEAR NOTE 8/2/2004 7/31/2006 2,,75 2,797

Price

Per CUSlP

$100

99.637908 912828DX5

101,,091049 912828DV9

99780029 912828DW7

99.800526 912828DT4

99.932269 912828DU1

99,,231425 912828DV9

99,,951975 912828DS6

99.624026 912828CZl

99,,793849 912828DR8

99,,020489 912828DH0

99,790219 912828DQ0

99,,641447 912826DP2

95,,996638 912828DM9

99,,764391 912828DN7

99,731536 912828DK3

3.618 99,464692 912828DL1

99,600335 912828DM9

99,769428 912828DJ6

107.552 912810FR4

99.520732 912828DG2

99.09064 912828DH0

99,769076 912828DF4

99,,772769 912828DE7

100,80029 g12828DC1

99,865006 912828DD9

99,,744019 912828AN0

99,,954506 912828DB3

99.75801 912828DCl

99825825 912828CY4

99.625501 912828CZl

99,,476542 912828CX8

101525704 912828CP3

99,767659 912828CW8

99,,708 912828CV0

100,,436 912828CT5

99,,789 912828CU2

99,,737 912828CR9

99,,909 912828CS7

99,838 912828CT5

99,909 912828CQ1

* Denotes an inflation-indexed security

Source: U.S. Department of Treasury - http://wwws.pubficdebt, treas.gov/AI/OFNtebond
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TESTIMONY OF DAWN M. HIPP

FOR

THE OFFICE OF RKGUI ATORY STAFF

DOCKET NO. 2005-34-WS

IN RK: HAIG POINT UTILITY COMPANY, INC.

10 Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND

OCCUPATION.

12 A. My name is Dawn M. Hipp. My business address is 1441 Main Street, Suite 300,

13

14

15

Columbia, South Carolina 29201, I am employed by the State of South Carolina

as a Program Specialist in the Water/Wastewater Department for the Office of

Regulatory Staff ("ORS").

16 Q. PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND

EXPERIENCE.

18 A. I am a 1992 graduate of Moorhead State University where I earned a B.S. in

19 Political Science.

20 I have over eight years of experience in hazardous waste regulation. From 1996 to

1999, I worked for Laidlaw Environment Services in Saukville, Wisconsin, as an

accounts receivable supervisor and then as a facility accounting supervisor for

Laidlaw's Government Services Division. In this role, I facilitated electronic

THK OFFICE OF REGULATORY STAFF
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PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND

OCCUPATION.

My name is Dawn M. Hipp. My business address is 1441 Main Street, Suite 300,

Columbia, South Carolina 29201. I am employed by the State of South Carolina

as a Program Specialist in the Water/Wastewater Department for the Office of

Regulatory Staff ("ORS").

PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND

EXPERIENCE.

I am a 1992 graduate of Moorhead State University where I earned a B.S. in

Political Science.

I have over eight year's of experience in hazardous waste regulation. From 1996 to

1999, I worked for Laidlaw Environment Services in Saukville, Wisconsin, as an

accounts receivable supervisor and then as a facility accounting supervisor for

Laidlaw's Government Services Division. In this role, I facilitated electronic

THE OFFICE OF REGULATORY STAFF

1441 Main Street, Suite 300, Columbia, SC 29201
Post Office Box 11263, Columbia, SC 29211
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10

Page 2

commerce including EDI transfer of order and EFT payments with customers. I

also developed, implemented, and enhanced government billing and waste

tracking systems. From 1999-2003, I worked for Safety-Kleen Corporation and

Clean Harbors Environmental Services, Inc. in Columbia, SC as an operations

manager in the Government Services Division. In this role, I managed the

financial, operations and all regulatory aspects of field offices nationwide serving

Department of Defense hazardous waste removal contracts, I was accountable for

the viability of 14 government contracts yielding $12 million in revenue annually.

In September 2004, I joined ORS as the Program Specialist for Water and

Wastewater Department. I am a member of the American Water Works

Association ("AWWA") and the South Carolina Section of the American Water

Works Association ("SC-AWWA").

13 Q. WHAT IS THK PURPOSE OF YOUR TESTIMONY IN THIS

14 PROCEEDING?

15 A. The purpose of my testimony is to set forth the ORS staff findings relative to Haig

18

19

20

Point Utility Company, Inc. 's ("HPUC") compliance with the Public Service

Commission ("PSC") rules and regulations, test-year and complete system

revenue calculations, financial assurance requirements, and site evaluations. I

will also provide an overview of the "complete system" methodology and its

impact on the rate payers of Haig Point Plantation.

21 Q. WHAT IS THK "COMPLETE SYSTEM" MKTHODOLOGYP'

22 A. This rate making methodology proposed by HPUC assumes that the water and

wastewater systems are fully utilized. This method has been used in other states
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commerce including EDI transfer of order and EFT payments with customers. I

also developed, implemented, and enhanced government billing and waste

tracking systems. From 1999-2003, I worked for Safety-Kleen Corporation and

Clean Harbors Environmental Services, Inc. in Columbia, SC as an operations

manager in the Government Services Division. In this role, I managed the

financial, operations and all regulatory aspects of field offices nationwide serving

Department of Defense hazardous waste removal contracts. I was accountable for

the viability of 14 government contracts yielding $12 million in revenue annually.

In September 2004, I joined ORS as the Program Specialist for Water and

Wastewater Department. I am a member of the American Water Works

Association ("AWWA") and the South Carolina Section of the American Water

Works Association ("SC-AWWA").

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS

PROCEEDING?

The purpose of my testimony is to set forth the ORS staff findings relative to Haig

Point Utility Company, Inc.'s ("HPUC") compliance with the Public Service

Commission ("PSC") rules and regulations, test-year and complete system

revenue calculations, financial assurance requirements, and site evaluations. I

will also provide an overview of the "complete system" methodology and its

impact on the rate payers of Haig Point Plantation.

WHAT IS THE "COMPLETE SYSTEM" METHODOLOGY?

This rate making methodology proposed by HPUC assumes that the water and

wastewater systems are fully utilized. This method has been used in other states

THE OFFICE OF REGULATORY STAFF

1441 Main Street, Suite 300, Columbia, SC 29201
Post Office Box 11263, Columbia, SC 29211



Testimony of Dawn M. Hipp Docket No. 2005-34-WS Haig Point Utility Company, Inc

Page 3

to set rates for new developments. In this particular case, HPUC will assume that

all system costs will be borne by 753 equivalent residential customers ("ERC")

rather than the 18.5 ERC's served during the test year.

4 Q. ARE THE FINDINGS OF YOUR REVIEW CONTAINED IN THIS

TESTIMONY AND ACCOMPANYING EXHIBITS?

6 A. Yes, my testimony and the attached exhibits detail my findings and

recommendations.

8 Q. PLEASE EXPLAIN HOW YOU COMPILED INFORMATION FOR YOUR

TESTIMONY AND EXHIBITS.

10 A. I used ORS audit results and information provided by HPUC in its Application,

12

13

14

15

16

17

Data Request responses and information gathered during the ORS facility site

inspection. I also reviewed HPUC's financial statements and performance bond

documents submitted to the Public Service Commission, Further, I consulted

with and used information from South Carolina Department of Health and

Environmental Control ("DHEC"), the Environmental Protection Agency

("EPA"), and the National Association of Regulatory Utility Commissioners

("NARUC").

18 Q. PLEASE PROVIDE AN OVERVIEW OF THE LOCATION, SERVICE

19 TYPES AND CUSTOMER BASK SERVICED BY HPUC.

20 A. HPUC is a public utility providing potable and irrigation water supply service and

wastewater collection/treatment services. As a subsidiary of Haig Point, Inc. ,

HPUC is a Class B water/wastewater utility. HPUC's service area is located on

Daufuskie Island in Beaufort County. HPUC's business office is located in
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to set rates for new developments. In this particular case, HPUC will assume that

all system costs will be borne by 753 equivalent residential customers ("ERC")

rather than the 185 ERC's served during the test year.

ARE THE FINDINGS OF YOUR REVIEW CONTAINED IN THIS

TESTIMONY AND ACCOMPANYING EXHIBITS?

Yes, my testimony and the attached exhibits detail my findings and

recommendations.

PLEASE EXPLAIN HOW YOU COMPILED INFORMATION FOR YOUR

TESTIMONY AND EXHIBITS.

I used ORS audit results and information provided by HPUC in its Application,

Data Request responses and information gathered during the ORS facility site

inspection. I also reviewed HPUC's financial statements and performance bond

documents submitted to the Public Service Commission. Further, I consulted

with and used information from South Carolina Department of Health and

Environmental Control ("DHEC"), the Environmental Protection Agency

("EPA"), and the National Association of Regulatory Utility Commissioners

CNARUC").

PLEASE PROVIDE AN OVERVIEW OF THE LOCATION, SERVICE

TYPES AND CUSTOMER BASE SERVICED BY HPUC.

HPUC is a public utility providing potable and irrigation water supply service and

wastewater collection/treatment services. As a subsidiary of Haig Point, Inc.,

HPUC is a Class B water/wastewater utility. HPUC's service area is located on

Daufuskie Island in Beaufort County. HPUC's business office is located in

THE OFFICE OF REGULATORY STAFF
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Montvale, New Jersey. The current water supply is provided by two wells and is

metered to all customers. HPUC provides wastewater treatment for Haig Point

Plantation residents and commercial customers through biological treatment and

sprayfield discharge. According to HPUC's customer records for the test year

ending June 30, 2004, water and sewer services were provided to 210 residential

and 24 commercial customers. Likewise, HPUC provided separately metered

irrigation services to 157 commercial and residential customers.

8 Q. PLEASE EXPLAIN EXHIBIT DMH-1 OF YOUR REPORT.

9 A. Exhibit DMH-1, pages 1 through 3, provides a summary of the services provided

10

12

13

14

15

16

17

19

20

23

by HPUC based on the Business Office Compliance Review completed by ORS.

The Business Office Compliance Review consists of a review of HPUC's office

records to determine compliance with Commission rules and regulations.

HPUC utilizes a customized computer database to capture customer account

billing transactions. Customer billing complaints are maintained by the New

Jersey office in a Customer Log which details the customer name, account

number, date of complaint, type of complaint and account resolution. Service

complaints, according to HPUC, are phoned into the Haig Point Property Owners

Association ("POA") and routed to a HPUC employee, on Daufuskie Island, for

resolution. No auditable records are maintained by HPUC on service complaints.

HPUC does not charge late fees or customer deposits. In addition, HPUC does

not disconnect customers for non-payment. ORS's audit of HPUC billing

transactions noted few delinquent accounts in the customer data base. Invoice

adjustments and payment applications are automated, accurate and timely.
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Montvale, New Jersey. The current water supply is provided by two wells and is

metered to all customers. HPUC provides wastewater treatment for Haig Point

Plantation residents and commercial customers through biological treatment and

sprayfield discharge. According to HPUC's customer records for the test year

ending June 30, 2004, water and sewer services were provided to 210 residential

and 24 commercial customers. Likewise, HPUC provided separately metered

irrigation services to 157 commercial and residential customers.

PLEASE EXPLAIN EXHIBIT DMH-1 OF YOUR REPORT.

Exhibit DMH-1, pages 1 through 3, provides a summary of the services provided

by HPUC based on the Business Office Compliance Review completed by ORS.

The Business Office Compliance Review consists of a review of HPUC's office

records to determine compliance with Commission roles and regulations.

HPUC utilizes a customized computer database to capture customer account

billing transactions. Customer billing complaints are maintained by the New

Jersey office in a Customer Log which details the customer name, account

number, date of complaint, type of complaint and account resolution. Service

complaints, according to HPUC, are phoned into the Haig Point Property Owners

Association ("POA") and routed to a HPUC employee, on Daufuskie Island, for

resolution. No auditable records are maintained by HPUC on service complaints.

HPUC does not charge late fees or customer deposits.

not disconnect customers for non-payment. ORS's audit of HPUC

transactions noted few delinquent accounts in the customer data base.

adjustments and payment applications are automated, accurate and timely.

In addition, HPUC does

billing

Invoice
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Via conference call, I met with HPUC staff on June 29, 2005, to review all

Business Compliance Review and Facility Site audit results documented by ORS.

Both parties had opportunity to provide feedback and suggestions to assist HPUC

in their efforts toward compliance with all PSC Rules and Regulations. However,

the Business Office Compliance Review revealed the following deficiencies:

l. All records and reports required by this Commission are not located in SC as

required pursuant to 26 S.C. Code Regs. 103-510 and 103-710. HPUC

maintains all reports in Montvale, New Jersey. Requested copies of records to

complete the Business Office Review were provided by HPUC via e-mail, fax

and mail.

2. No service complaint records are available as required pursuant to 26 S.C.

Code Regs. 103-516 and 103-716. HPUC did not maintain detailed

information to afford analysis of the utility's procedures, actions and

resolutions to specific customer service complaints as required by 26 S.C.

Code Regs. 103-516, 103-538, 103-716 and 103-738. Complaints related to

customer billing are maintained, by the New Jersey business office, in a log

format in compliance with Commission regulations.

3. HPUC does not maintain the following as required by Commission

regulations:

i, Rates, rules/regulations, maps and plans available for public inspection

within the service territory;

ii. Procedures assuring that complainants are made aware that HPUC is

under Commission jurisdiction;
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Via conference call, I met with HPUC staff on June 29, 2005, to review all

Business Compliance Review and Facility Site audit results documented by ORS.

Both parties had opportunity to provide feedback and suggestions to assist HPUC

in their efforts toward compliance with all PSC Rules and Regulations. However,

the Business Office Compliance Review revealed the following deficiencies:

1 All records and reports required by this Commission are not located in SC as

required pursuant to 26 S.C. Code Regs. 103-510 and 103-710. HPUC

maintains all reports in Montvale, New Jersey. Requested copies of records to

complete the Business Office Review were provided by HPUC via e-mail, fax

and mail.

2. No service complaint records are available as required pursuant to 26 S.C.

o

Code Regs. 103-516 and 103-716. HPUC did not maintain detailed

information to afford analysis of the utility's procedures, actions and

resolutions to specific customer service complaints as required by 26 S.C.

Code Regs. 103-516, 103-538, 103-716 and 103-738. Complaints related to

customer billing are maintained, by the New Jersey business office, in a log

format in compliance with Commission regulations.

HPUC does not maintain the following as required by Commission

regulations:

i. Rates, rules/regulations, maps and plans available for public inspection

within the service territory;

ii. Procedures assuring that complainants are made aware that HPUC is

under Commission jurisdiction;
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4. HPUC does not file notices of DHEC rule violations with PSC; and

5. The bond amount is insufficient.

.3 Q. PLEASE EXPLAIN EXHIBIT DMH-2 OF YOUR REPORT.

A. Exhibit DMH-2, consisting of four pages, is a summary of the water supply and

wastewater collection and treatment services inspected by ORS on June 6, 2005.

10

12

13

16

17

HPUC currently provides adequate water supply and distribution services to its

residential and commercial customers, Construction is near completion on Well

¹3 which will allow HPUC to meet the fire flow requirements of Beaufort

County. In addition, HPUC is constructing a 125,000 gallon elevated storage tank

required by SC DHEC under Consent Order 89-29-DWP. According to HPUC

operations personnel, Well ¹3 and the elevated storage tank are slated for

completion by the end of July 2005. Well ¹1 and Well ¹2 are in good condition

and operating adequately. The water, as observed by ORS, was free of air,

distinct color and had no observable odor. Potable water and irrigation

consumption is metered to all customers. HPUC provides fire protection services

to residential and commercial customers. During the ORS site inspection, a small

leak was noted on Tank ¹1.

19 Wastewater Collection and Treatment S stems

20

23

HPUC provides wastewater treatment under a SC DHEC no discharge permit

(ND0062286). Treated wastewater is discharged to the 27-hole Haig Point Golf

Course and driving range based on watering demand. The wastewater collection

system includes 28 lift stations. During the ORS inspection, all the wastewater
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4. HPUC does not file notices of DHEC rule violations with PSC; and

5. The bond amount is insufficient.

PLEASE EXPLAIN EXHIBIT DMH-2 OF YOUR REPORT.

Exhibit DMH-2, consisting of four pages, is a summary of the water supply and

wastewater collection and treatment services inspected by ORS on June 6, 2005.

Water Su_lv

HPUC currently provides adequate water supply and distribution services to its

residential and commercial customers. Construction is near completion on Well

#3 which will allow HPUC to meet the fire flow requirements of Beaufort

County. In addition, HPUC is constructing a 125,000 gallon elevated storage tank

required by SC DHEC under Consent Order 89-29-DWP. According to HPUC

operations personnel, Well #3 and the elevated storage tank are slated for

completion by the end of July 2005. Well #1 and Well #2 are in good condition

and operating adequately. The water, as observed by ORS, was free of air,

distinct color and had no observable odor. Potable water and irrigation

consumption is metered to all customers. HPUC provides fire protection services

to residential and commercial customers. During the ORS site inspection, a small

leak was noted on Tank #1.

Wastewater Collection and Treatment Systems

HPUC provides wastewater treatment under a SC DHEC no discharge permit

(ND0062286). Treated wastewater is discharged to the 27-hole Haig Point Golf

Course and driving range based on watering demand. The wastewater collection

system includes 28 lift stations. During the ORS inspection, all the wastewater
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collection and treatment systems were operating adequately and in accordance

with DHEC rules and regulations. There is neither construction activity being

proposed by HPUC for its wastewater collection and treatment systems nor is

there an immediate need for an upgrade or reconstruction of the existing systems.

5 Q. PLEASE EXPLAIN EXHIBIT DMH-3 OF YOUR REPORT.

6 A. Exhibit DMH-3 provides an overview of HPUC's bonding structure. The purpose

10

12

14

15

16

19

20

of a utility's performance bond is to provide sufficient financial assurance to both

the customer and the Commission in the event that the utility fails to provide safe

and adequate service. The performance bond amount should be of a level to

support expenses of that utility for a period of time. Pursuant to 26 S.C. Code

Regs. 103-512.3.1 and 103-712.3.1, "the amount of bond shall be based on, but

not limited to, the total amount of the following categories of expenses for twelve

months: Operation and Maintenance Expenses, General and Administrative

Expenses, Taxes Other Than Income Taxes, Income Taxes, and Debt Service

including Interest Expenses. "The bond amount is also set forth in S.C. Code Ann.

Section 58-5-720 (Supp. 2004). The Commission's statutes and regulations state

bond amounts must range from an amount not less than $100,000 and not more

than $350,000.

HPUC has current performance bonds for utility water and wastewater operations

in the form of insurance sureties underwritten by Travelers Casualty and Surety

Company of America on file with the PSC in the amount of $20,000 each (Exhibit

DMH-4). The sureties were filed with the PSC on June 4, 2004 and contain no

expiration date.
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collection and treatment systems were operating adequately and in accordance

with DHEC rules and regulations. There is neither construction activity being

proposed by HPUC for its wastewater collection and treatment systems nor is

there an immediate need for an upgrade or reconstruction of the existing systems.

PLEASE EXPLAIN EXHIBIT DMH-3 OF YOUR REPORT.

Exhibit DMH-3 provides an overview of HPUC's bonding structure. The purpose

of a utility's performance bond is to provide sufficient financial assurance to both

the customer and the Commission in the event that the utility fails to provide safe

and adequate service. The performance bond amount should be of a level to

support expenses of that utility for a period of time. Pursuant to 26 S.C. Code

Regs. 103-512.3.1 and 103-712.3.1, "the amount of bond shall be based on, but

not limited to, the total amount of the following categories of expenses for twelve

months: Operation and Maintenance Expenses, General and Administrative

Expenses, Taxes Other Than Income Taxes, Income Taxes, and Debt Service

including Interest Expenses." The bond amount is also set forth in S.C. Code Ann.

Section 58-5-720 (Supp. 2004). The Commission's statutes and regulations state

bond amounts must range from an amount not less than $100,000 and not more

than $350,000.

HPUC has current performance bonds for utility water and wastewater operations

in the form of insurance sureties underwritten by Travelers Casualty and Surety

Company of America on file with the PSC in the amount of $20,000 each (Exhibit

DMH-4). The sureties were filed with the PSC on June 4, 2004 and contain no

expiration date.
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Upon reviewing the expenses from the test year and using the criteria set forth in

26 S.C. Code Regs. 103-512.3.1 and 103-712.3.1, I determined that the face

amount of HPUC's bond should be $350,000.00 for water operations and

$350,000,00 for wastewater operations (Exhibit DMH-3), HPUC's adjusted

bonding criteria expenses, taking into account the complete system methodology,

were $398,103.00 for water operations and $274,653.00 for wastewater

operations. Combined bonding criteria expenses totaled $672,756.00 for the

complete system. ORS recognizes that the rate making approach requested by

HPUC places the burden of risk on the real estate developer which owns HPUC,

as they will earn lower revenues until the development is completely built out. In

order to protect the ratepayers, in the event the utility becomes non-viable, ORS

recommends to increase the bond requirement for HPUC to $350,000 for both

water and wastewater operations according to the requirements of S.C. Code Ann.

Section .58-5-720.

15 Q. PLEASE DESCRIBE THK ORS TEST YEAR REVENUE ANALYSIS AND

16 SUBSEQUENT RESULTS.

17 A. ORS completed a thorough review of HPUC's customer water consumption and

19

20

21

base monthly charge ("BMC") revenue calculations for the test year. No

adjustments to test year service revenue are recommended by ORS. However,

ORS proposes to remove all revenues generated by the collection of Availability

Fees as of the end of the test year from Rate Base. In addition, ORS proposes to

eliminate Availability Fees from Operating Revenue by using the complete

system methodology. Since the complete system reflects a system that is fully
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Upon reviewing the expenses from the test year and using the criteria set forth in

26 S.C. Code Regs. 103-512.3.1 and 103-712.3.1, I determined that the face

amount of HPUC's bond should be $350,000.00 for water operations and

$350,000.00 for wastewater operations (Exhibit DMH-3). HPUC's adjusted

bonding criteria expenses, taking into account the complete system methodology,

were $398,103.00 for water operations and $274,653.00 for wastewater

operations. Combined bonding criteria expenses totaled $672,756.00 for the

complete system. ORS recognizes that the rate making approach requested by

HPUC places the burden of risk on the real estate developer which owns HPUC,

as they will earn lower revenues until the development is completely built out. In

order to protect the ratepayers, in the event the utility becomes non-viable, ORS

recommends to increase the bond requirement for HPUC to $350,000 for both

water and wastewater operations according to the requirements of S.C. Code Ann.

Section 58-5-720.

PLEASE DESCRIBE THE ORS TEST YEAR REVENUE ANALYSIS AND

SUBSEQUENT RESULTS.

ORS completed a thorough review of HPUC's customer water consumption and

base monthly charge ("BMC") revenue calculations for the test year. No

adjustments to test year service revenue are recommended by ORS. However,

ORS proposes to remove all revenues generated by the collection of Availability

Fees as of the end of the test year from Rate Base. In addition, ORS proposes to

eliminate Availability Fees from Operating Revenue by using the complete

system methodology. Since the complete system reflects a system that is fully
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utilized, no customers will be paying an availability fee. Ms. Sharon Scott details

the specifics to this adjustment in her direct testimony. The current tariff is

structured for monthly customer billing; however, HPUC bills water, wastewater

and irrigation customers on a quarterly basis in arrears. The proposed statement

of rates included in the Application clarifies the intent of HPUC to bill on a

quarterly basis. HPUC bills all customers in accordance with the rate structure

approved by this Commission.

HPUC's uncollectible percentage is approximately 2% which ORS finds to be

acceptable.

10 Q. PLEASE DESCRIBE THE ORS REVENUE ANALYSIS OF THE

12

PROPOSED RATES USING THE COMPLETE SYSTEM

METHODOLOGY.

13 A. HPUC has petitioned this Commission to consider establishing rates for their

14

15

16

17

20

23

customers based on a "complete system" methodology. This rate setting method

is commonly used in New Jersey, New York and Florida by developer-owned

utilities when initially establishing a rate to serve its customers. Upon completion

of the elevated storage tank and Well 03, HPUC's system will be able to support

753 ERC's. Using the total number of customers the system is capable of serving

allows rates to be reflective of a customer's proportionate share of operating and

capital costs and results in lower rates. ORS recognizes risk is shifted from the

customer to the real estate developer using this methodology, and HPUC will not

earn its full revenue requirement until all 753 ERC's are connected to the system.

ORS is concerned about the financial viability of the utility during build-out of
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utilized, no customers will be paying an availability fee. Ms. Sharon Scott details

the specifics to this adjustment in her direct testimony. The current tariff is

structured for monthly customer billing; however, HPUC bills water, wastewater

and irrigation customers on a quarterly basis in arrears. The proposed statement

of rates included in the Application clarifies the intent of HPUC to bill on a

quarterly basis. HPUC bills all customers in accordance with the rate structure

approved by this Commission.

HPUC's uncollectible percentage is approximately 2% which ORS finds to be

acceptable.

PLEASE DESCRIBE THE ORS REVENUE ANALYSIS OF THE

PROPOSED RATES USING THE COMPLETE SYSTEM

METHODOLOGY.

HPUC has petitioned this Commission to consider establishing rates for their

customers based on a "complete system" methodology. This rate setting method

is commonly used in New Jersey, New York and Florida by developer-owned

utilities when initially establishing a rate to serve its customers. Upon completion

of the elevated storage tank and Well #3, HPUC's system will be able to support

753 ERC's. Using the total number of customers the system is capable of serving

allows rates to be reflective of a customer's proportionate share of operating and

capital costs and results in lower rates. ORS recognizes risk is shifted from the

customer to the real estate developer using this methodology, and HPUC will not

earn its full revenue requirement until all 753 ERC's are connected to the system.

ORS is concerned about the financial viability of the utility during build-out of
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the system. ORS will monitor HPUC routinely to ensure that preventative

maintenance on plant and equipment continues and no system degradation occurs

should HPUC experience revenue shortfalls. As a safeguard, ORS has proposed

to increase the bond amounts to $350,000 for water and $350,000 for sewer.

ORS reviewed HPUC's revenue adjustments for the proposed complete system.

HPUC's water and sewer revenue adjustments are based on the connection of all

customers and an average customer consumption of 204 gallons per day.

Historically, this customer consumption is an accurate estimate based on test year

statistics. In addition, HPUC's complete system pro forma expense increases are

based on factors derived by HPUC from the difference between current customer

connections/ERC's and complete system connections/ERC's or current water

consumption and complete system water consumption, Verification of HPUC's

expense factors was performed by ORS and each factor was found to be an

appropriate method for "grossing-up" expenses using the complete system

method of rate making. Exhibit DMH-5 provides a comparison of HPUC's test

year customers/ERC's, average water consumption and test year revenue to

complete system customers/ERC's, average water consumption and complete

system revenue.

ORS used consumption data provided by HPUC and verified during the audit for

calculation accuracy. In addition, ORS used HPUC's current and proposed rates

as reflected in the Application for these calculations.

22 Q. IS THK COMPLETE SYSTEM MKTHOBOLOGY RKCOMMKNBKB BY
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the system. ORS will monitor HPUC routinely to ensure that preventative

maintenance on plant and equipment continues and no system degradation occurs

should HPUC experience revenue shortfalls. As a safeguard, ORS has proposed

to increase the bond amounts to $350,000 for water and $350,000 for sewer.

ORS reviewed HPUC's revenue adjustments for the proposed complete system.

HPUC's water and sewer revenue adjustments are based on the connection of all

customers and an average customer consumption of 204 gallons per day.

Historically, this customer consumption is an accurate estimate based on test year

statistics. In addition, HPUC's complete system pro forma expense increases are

based on factors derived by HPUC from the difference between current customer

connections/ERC's and complete system connections/ERC's or current water

consumption and complete system water consumption. Verification of HPUC's

expense factors was performed by ORS and each factor was found to be an

appropriate method for "grossing-up" expenses using the complete system

method of rate making. Exhibit DMH-5 provides a comparison of HPUC's test

year customers/ERC's, average water consumption and test year revenue to

complete system customers/ERC's, average water consumption and complete

system revenue.

ORS used consumption data provided by HPUC and verified during the audit for

calculation accuracy. In addition, ORS used HPUC's current and proposed rates

as reflected in the Application for these calculations.

IS THE COMPLETE SYSTEM METHODOLOGY RECOMMENDED BY

ORS?
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Yes, ORS recognizes the need of HPUC to balance the need to recover sufficient

revenues to support operations and maintenance, provide fair allocation of plant

and equipment costs to customers, and encourage efficient usage of water

resources. ORS acknowledges that this type of rate making methodology has

been used in several states including New Jersey, New York and Florida. Ms.

Sharon Scott will provide, for informational purposes, pro-forma analysis

prepared using traditional cost allocation methods. While the complete system

approach is innovative, it also balances the public interest by:

1) Ensuring that current customers are paying only their fair share of a

fully developed system;

2) Providing incentive for the developer-owned utility to expedite system

build-out in order to achieve an acceptable rate of return; and

3) Shifting risk for development of the system from the customer to the

14 utility.

17

If the risk associated with this approach is offset by a performance bond

commensurate with the risk, and ORS observes no measurable decline in service,

then the needs of the public have been met.

18 Q. DO YOU HAVE ANY COMMENTS REI ATED TO HPUC'S PROPOSED

CONSUMPTION RATES AND INCLINING BLOCK RATE DESIGN?

20 A. HPUC's current rate structure does not encourage residential or commercial

23

customer water conservation. An average water customer in the United States

uses approximately 6,000 gallons of water per month. Currently, HPUC

customers are allowed 7,500 gallons of residential water use (non-irrigation) per
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Yes, ORS recognizes the need of HPUC to balance the need to recover sufficient

revenues to support operations and maintenance, provide fair allocation of plant

and equipment costs to customers, and encourage efficient usage of water

resources. ORS acknowledges that this type of rate making methodology has

been used in several states including New Jersey, New York and Florida. Ms.

Sharon Scott will provide, for informational purposes, pro-forma analysis

prepared using traditional cost allocation methods. While the complete system

approach is innovative, it also balances the public interest by:

1) Ensuring that current customers are paying only their fair share of a

fully developed system;

2) Providing incentive for the developer-owned utility to expedite system

build-out in order to achieve an acceptable rate of return; and

3) Shifting risk for development of the system from the customer to the

utility.

If the risk associated with this approach is offset by a performance bond

commensurate with the risk, and ORS observes no measurable decline in service,

then the needs of the public have been met.

DO YOU HAVE ANY COMMENTS RELATED TO HPUC'S PROPOSED

CONSUMPTION RATES AND INCLINING BLOCK RATE DESIGN?

HPUC's current rate structure does not encourage residential or commercial

customer water conservation. An average water customer in the United States

uses approximately 6,000 gallons of water per month. Currently, HPUC

customers are allowed 7,500 gallons of residential water use (non-irrigation) per
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month for a flat rate of $15.00. By applying a consumption charge to all water

usage, HPUC's proposed rate structure promotes efficient use of water resources.

By implementing an inclining block rate structure for irrigation services, metered

customers will be charged an increased fee per 1,000 gallon based on reasonable

usage thresholds. Again, the goal of this approach is to encourage water

conservation.

7 Q. PLEASE EXPLAIN EXHIBIT DMH-6 OF YOUR REPORT.

8 A. Exhibit DMH-6 is a summary of the current PSC approved rates for HPUC and

HPUC's proposed rates.

10 Q. DOES THAT CONCLUDE YOUR TESTIMONY?

11 A. Yes it does.
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1441 Main Street, Suite 300, Columbia, SC 29201

Post Office Box 11263, Columbia, SC 29211

Iestimony of Dawn M. Hipp Docket No. 2005-34-WS Haig Point Utility Company, Inc.

1

2

3

4

5

6

7

8

9

10

11

Q*

A.

Pagel2

month for a flat rate of $15.00. By applying a consumption charge to all water

usage, HPUC's proposed rate structure promotes efficient use of water resources.

By implementing an inclining block rate structure for irrigation services, metered

customers will be charged an increased fee per 1,000 gallon based on reasonable

usage thresholds. Again, the goal of this approach is to encourage water

conservation.

PLEASE EXPLAIN EXHIBIT DMH-6 OF YOUR REPORT.

Exhibit DMH-6 is a summary of the current PSC approved rates for HPUC and

HPUC's proposed rates.

DOES THAT CONCLUDE YOUR TESTIMONY?

Yes it does.
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EXHIBIT DMH-1

PAGE 1 OF 3

REVIEW OF WATER AND WASTEWATER SERVICES

HAIG POINT UTILITY COMPANY, INC.

DOCKET: 2005-34-WS

On June 6, 2005', personnel, from the Office of Regulatory Staff ("ORS") of South

Carolina performed a Business Compliance audit of the revenue, customer complaint,

and customer deposit records of Haig Point Utility Company, Inc. ("HPUC") in

preparation for this rate case. HPUC currently provides water supply services,

wastewater collection and treatment services to commercial and residential customers

in Haig Point Plantation community on Daufuskie Island in Beaufort County, South

Carolina. As of May 1, 2005, HPUC provides water and sewer services to 234

commercial and residential customers and metered irrigation services to 157

commercial and residential customer' s.

The ORS Consumer' Services Department received no consumer complaints regarding

HPUC during the test. Since the Notice of Filing was mailed to HPUC's customers, the

Public Service Commission has received one Petition to Intervene and no Letters of

Pr'otest.

ORS determined HPUC pr'ovides adequate water provision and wastewater collection

and treatment services and is operating its facilities in compliance with all DHEC rules,

regulations and consent orders.

The following 2 pages provide a summary of the ORS Business Compliance Audit

results.

' HPUC does not have a business office in South Carolina. ORS conducted the Business Office Audit on

books and records provided by HPUC's New Jersey office on June 3, 2005. All records were e-mailed,

faxed and mailed to Columbia, SC for review.
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REVIEW OF WATER AND WASTEWATER SERVICES
HAIG POINT UTILITY COMPANY, INC.

DOCKET: 2005-34-WS

On June 6, 20051, personnel from the Office of Regulatory Staff ("ORS") of South

Carolina performed a Business Compliance audit of the revenue, customer' complaint,

and customer deposit records of Haig Point Utility Company, Inc. ("HPUC") in

preparation for this rate case. HPUC curr'ently provides water supply services,

wastewater collection and treatment services to commercial and residential customers

in Haig Point Plantation community on Daufuskie Island in Beaufort County, South

Carolina. As of May 1, 2005, HPUC provides water and sewer services to 234

commercial and residential customers and metered irrigation services to 157

commercia[ and residential customer's.

The ORS Consumer' Services Department received no consumer' complaints regarding

HPUC during the test. Since the Notice of Filing was mailed to HPUC's customers, the

Public Service Commission has received one Petition to Intervene and no Letters of

Protest.

ORS determined HPUC provides adequate water provision and wastewater collection

and treatment services and is operating its facilities in compliance with all DHEC rules,

regulations and consent orders.

The following 2 pages provide a summary of the ORS Business Compliance Audit

results.

1HPUC does not have a business office in South Caiolina ORS conducted the Business Office Audit on

books and records provided by HPUC's New Jersey office on June 3, 2005 All records were e-mailed,
faxed and mailed to Columbia, SC for review.



EXHIBIT DMH-1

ORS BUSINESS OFFICE COMPLIANCE REVIEW: DOCKET 2005-34-WS
Utility: Haig Point Utility Company, Inc. ("HPUC")
Inspector: Dawn Hipp
Office: PO Box 23527, Hilton Head Island, SC 29925
Utility Type: Water and Wastewater Utility
Date: 06/6/05'
Company Representative: Tom Connor, Judy Cruz, Eric Johanson

10

Compliance Regulation

AII records and reports available for
examination in accordance with R.103-510
and R. 103-710.

Complaint records maintained in
accordance with R. 103-516 and R. 103-716.

Utility's rates, its rules and regulations, and
its up-to-date maps and plans available for
public inspection in accordance with R. 10'3-

530 and R.103.730.

Established procedures to assure that every
customer making a complaint is made
aware that the utility is under the
jurisdiction of the South Carolina Public
Service Commission and that the customer
has the right to register the complaint in

accordance with R. 10'3-530 and R. 103-730.
Deposits charged within the limits
established by R.103-531 and R. 103-731.
Timely and accurate bills being rendered to
customers in accordance with R.103-532
and R. 10'3-732.

Bill forms in accordance with R.103-532 and
R.103-732.

Adjustments of bills handled in accordance
with R.103-533 and 103-733.
Policy for customer denial or
discontinuance of service in accordance
with R.103-535 and 103-735.

Notices sent to customers prior to
termination in accordance with R. 103-535
and 103-735.
Notices filed with the Commission of any
violation of PSC or DHEC rules which affect
service provided to its customers in

accordance with rule R.103-514-C and 103-
714-C.

In Compliance

NA

X

NA

NA

Out of
Compliance

NA

NA

NA

Comments

All PSC records and reports housed at
3 Paragon Drive, Montvale, NJ office.
Records were provided upon request.

Complaint log used by HPUC

sufficiently documents complaints
regarding customer billing. However,
complaint records are not maintained
on ser vice complaints. Ser vice
complaints ar'e relayed to HPUC by
the Property Owners Association.
Rate and rules/regulations not
available at HPUC office at Haig
Point, Daufuskie Island. Updated
maps and plans are available, and
ORS has updated maps of system.
No established procedure identified
by HPUC. Per discussions with HPUC,
a statement may be added to
quarterly billings.

HPUC does not charge deposits.

HPUC bills quarterly in arrears for
water, sewer and irrigation services.
Bills are issued on day 90 of the
quarter, Availability fees are billed
yearly in January of the new year.
HPUC phone numbers clearly
identified. Availability fee invoices
are in a different format.

HPUC does not charge late fees

HPUC does not discontinue service
and does not intend to discontinue
service to customers.

HPUC does not terminate service.

NOV's are not being flied with PSC or
ORS. NOV provided with HPUC data
request responses.

ORS BUSINESS OFFICE COMPLIANCE REVIEW: DOCKET 2005-34-WS

Utility: Haig Point Utility Company, Inc. ("HPUC")
Inspector: Dawn Hipp
Office: PO Box 23527, Hilton Head Island, SC 29925
Utility Type: Water' and Wastewater Utility
Date: 06/6/051
Company Representative: Tom Connor, Judy Cruz, Eric Johanson
# Compliance Regulation In Compliance

1 All records and reports available for
examination in accordance with R.103-510
and R. 103-710.

2 Complaint records maintained in
accordance with R.103-516 and R. 103-716.

3 Utitity's rates, its rules and regulations, and
its up-to-date maps and plans available for'
_ubtic inspection in accordance with R.103-
530 and R.103-730.

4 Established procedures to assure that every
customer making a complaint is made
aware that the utility is under the
jurisdiction of the South Carolina Public
Service Commission and that the customer
has the right to re£ister the complaint in
accordance with R.103-530 and R. 103-730.

5 Deposits char£ed within the limits NA
established by R.103-531 and R. 103-731.

6 Timely and accurate bills being rendered to X
customers in accordance with R.103-532
and R.103-732.

7 Bill forms in accordance with R.103-532 and X
R.103-732.

8 Adjustments of bills handled in accordance X
with R.103-533 and 103-733.

9 Policy for customer denial or NA
discontinuance of service in accordance
with R.103-535 and 103-735.

10 Notices sent to customers prior to NA
termination in accordance with R.103-535
and 103-735.

11 Notices filed with the Commission of any
violation of PSC or DHEC rules which affect
service provided to its customers in
accordance with rule R.103-514-C and 103-
714-C.

Out of

Compliance
X

X

NA

Comments

All PSCrecords and reports housed at
3 Para£on Drive, Montvale, NJ office.
Records were provided upon request.

Complaint [o8 used by HPUC
sufficiently documents complaints
regarding customer bittin_J. However,
complaint records are not maintained
on service complaints. Service
complaints are relayed to HPUC by
the Property Owners Association.
Rate and rules/re£utations not
available at HPUC office at Hai_
Point, Daufuskie Island. Updated
maps and plans are available, and
ORShas updated maps of system.
No established procedure identified
by HPUC. Per discussions with HPUC,
a statement may be added to
quarterly bittin£s.

HPUC does not charge deposits.

HPUC bills quarterly in arrears for
water', sewer and irrigation services.
Bills are issued on day 90 of the
quarter. Availability fees are bitted
yearly in January of the new year.
HPUC phone numbers clearly
identified. Availability fee invoices
are in a different format.

HPUC does not charge late fees

NA HPUC does not discontinue service
and does not intend to discontinue
service to customers.

HPUC does not terminate service.

NOV's are not being filed with PSCor
ORS. NOV provided with HPUC data
request responses.

EXHIBIT DMH-I

NA

X
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Compliance Regulation In

Compliance
Out of

Compliance
Comments

EXHIBIT DMH-1

Utility has adequate means (telephone,
etc. ) whereby each customer can contact
the water and/or wastewater utility at a(I
hours in case of emergency or unscheduled
interruptions or service in accordance with

R.103-530 and 103-730,
Records maintained of any condition
resulting in any interruption of service
affecting its entire system or major division,

including a statement of time, duration, and

cause of such an interruption in accordance
with R.103-514 and 103-714.
Utility advised the Commission of the name,
title, address and telephone number of the
person who should be contacted in

connection with general management
duties, customer relations, engineering
operations, emergencies during non-office
hours, in accordance with Rule 103-512 and

103-712.
Company verified the maps on file with the
Commission include all the service area of
the company.
Number of customers the company has at
present time.

Company has a current performance bond

on file with the Commission. Amount of
bond: $20,000.00 water; 520, 000 sewer

NA

NA

NA

NA

HPUC lists emergency phone number

on monthly bills. Customers also call
the Property Owners Association

(POA) for immediate reporting of
service issues. POA contacts HPUC

for resolution.
No unscheduled interruption of
service has occurred on systems.

Received by ORS 06/28/05.

234 water/sewer customers (215
residential and 19 commercial); 157
irrigation customers
HPUC currently has an insurance
certificate on file with the PSC dated
June 2004. The stated bond amount
of 520,000 for water and 520,000 for
sewer is insufficient per R. 103-512
and 103-712.

1) The ORS Business Office Compliance Review was completed through a review of records at the Haig Point Utility

Company, Inc. office on Daufuskie Island and records received via mail/fax/e-mail from the NJ office of Haig Point, Inc.

#

12

13

14

15

16

17

Compliance Regulation

Utility has adequate means (telephone,
etc.) whereby each customer can contact
the water and/or wastewater utility at at[
hours in case of emergency or unscheduled
interruptions or service in accordance with
R.103-530 and 103-730.

Records maintained of any condition
resulting in any interruption of service
affecting its entire system or major division,
including a statement of time, duration, and
cause of such an interruption in accordance
with R.103-514 and 103-714.

Utility advised the Commission of the name,
title, address and telephone number of the
person who should be contacted in
connection with general management
duties, customer relations, engineering
operations, emergencies during non-office
hours, in accordance with Rule 103-512 and
103-712.

Company verified the maps on file with the
Commission include all the service area of

the company.
Number of customers the company has at
present time.

Company has a current performance bond
on file with the Commission. Amount of
bond: $20,000.00 water; $20,000 sewer'

In

Compliance

NA

X

NA

Out of

Compliance

NA

NA

EXHIBIT DMH-I
Comments

HPUC lists emergency phone number
on monthly bills. Customers also call
the Property Owners Association
(POA) for immediate reporting of
service issues. POA contacts HPUC
for resolution.
No unscheduled interruption of
service has occurred on systems.

Received by ORS06/28105.

234 water/sewer customers (215
residential and 19 commercial); 157

irrigation customers
HPUC currently has an insurance
certificate on rite with the PSCdated
June 2004. The stated bond amount
of $20,000 for water' and S20,000 for
sewer is insufficient per R.103-512
and 103-712.

1) The ORS Business Office Compliance Review was completed through a review of records at the Hai8 Point Utility
Company, Inc. office on Daufuskie Island and records received via mail/fax/e-mail from the N.Joffice of Haig Point, Inc.
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EXHIBIT DMH-2
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ORS WATER SYSTEM INSPECTION; DOCKET 2005-34-WS
Utility Name: Haig Point Utility Company, Inc. Number of Customers: 234 Res/Com

System Type: 2 operating wells; 1 well under construction Date Inspected: 06/06/05

Inspected By: D. Hipp/W. Morgan Subdivision Name: Haig Point Community

Company Representative: Eric Johanson/Bill Donaldson

Type of Plant: 2 operating wells; 2 - 5,000 gallon hydro pneumatic above ground storage tanks
1 well under construction; 1 - 125,000 gallon elevated storage tank under construction

Extent of Treatment: Operating wells chlorinated by chlorine gas
System

Components
Inspected

Well. Sites

Specific Type

Bored

Total¹ PS I Capacity

45-60 500 gpm

Yes No

Compliance Comments

Well ¹1 R ¹2 were constructed in
1985; Well ¹3 under
construction. Well depth:
¹1=243 ft; ¹2=192 ft; ¹3=200 ft.

Pump Houses Steel/Wood/Masonite Pump houses in good repair

Storage
Tank(s)

orinator

Meters

Fire Hydrants
Electrical
Wiring
Exposed Pipe
Air in Lines

Sand in Water
Clarity of
Water

Odor
Condition of
Access Road:
New
Construction

Pressurized

Non-Pressurized
Overhead

Gas cylinders

None
Good

Yes - occupancy rate
is low

5,000 g

125,000 NA

X

X

X
X

X

X

X
X

X

Tanks recently painted and in
good condition.

Tank under construction.
Completion expected in late July
2005
Cylinders chained and
monitoring system working
Meters have been upgraded
recently

No exposed piping on system
Water observed at Well ¹1
and Well ¹2
None observed
No observable color

Tank ¹2 leak on check valve
outside fence.
No observable odor
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EXHIBIT DMH-2

utility Name:

System Type:

Inspected By:

ORS WATER SYSTEM INSPECTION: DOCKET 2005-34-WS

Haig Point Utility Company, Inc. Number of Customers: 234 Res/Com

2 operating wells; 1 well under construction Date Inspected: 06106105

D. Hipp/W. Morgan Subdivision Name: Haig Point Community

Company Representative: Eric JohansonlBill Donaldson

Type of Plant: 2 operating wells; 2 - 5,000 gallon hydro pneumatic above ground storage tanks
I well under construction, I - 125,000 gallon elevated storage tank under' construction

Extent of Treatment: Operating wells chlorinated by chlorine gas

System Specific Type Total PSI Capacity Compliance

Components #

Inspected
Well Sites

Pump Houses

Storage
Tank(s)

Chlorinator

Meters

Fire Hydrants
Electrical

Wiring

Exposed Pipe
Air in Lines

Sand in Water

Clarity of
Water

Leaks

Odor

Condition of
Access Road:

New

Construction

Bored 3

Steel/Wood/Masonite 3

Pressurized 2

Non- Pressurized

Overhead 1

Gas cylinders 2

Clear

None

Good

Yes - occupancy rate
is low

Yes No

45-60 500 gpm X

X

2

5,000 g X

125,000 NA

X

X

X

X

X

X

X

X

X

X

X

Comments

Well #1 Et#2 were constructed in

1985; Well #3 under
construction. Well depth:
#1=243 ft; #2=192 ft; #3=200 ft.

Pump houses in good repair

Tanks recently painted and in
good condition.

Tank under construction.

Completion expected in late July
2005

Cylinders chained and
monitoring system working.

Meters have been upgraded

recently

No exposed piping on system
Water observed at Well #1

and Well #2

None observed

No observable color

Tank #2 leak on check valve

outside fence.

No observable odor
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EXHIBIT DMH-2

ORS WATER SYSTEM INSPECTION: DOCKET 2005-34-WS

Frequency Checked by Licensed Operator: Daily

Location of Utility Office: Haig Point Utility, Inc. WWTF

Subdivision provided wastewater service by this Utility: Yes

Comments:
1) Back up power source readily available at each well house using gas generators.

2) Well and elevated storage tank under construction at time of ORS inspection.
Expected completion per HPUC staff is late July 2005. Const:ruction of elevated storage
tank required by SC DHEC under Consent Order 89-29-DWP.

3) Quality of drinking water evaluated by observation. ORS has not received any
customer complaints related to drinking water quality.

4) As provided in the Application, HPUC's latest SC DHEC Public Water Sanitary Survey
Report completed in November 2004 provided the drinking water system an Overall
Rating of Needs Improvement.

5) Well house ¹1 and ¹2 signage lacking company name and emergency phone number.

EXHIBIT DMH-2

ORS WATER SYSTEM INSPECTION: DOCKET 2005-34-WS

Frequency Checked by Licensed Operator: Daily

Location of Utility Office: Haig Point Utility, Inc. WWTF

Subdivision provided wastewater service by this Utility: Yes

Comments:
1) Back up power source readily available at each well house using gas generators.

2) Well and elevated storage tank under construction at time of ORS inspection.

Expected completion per HPUC staff is late July 2005. Construction of elevated storage

tank required by SC DHEC under' Consent Order 89-29-DWP.

3) Quality of drinking water evaluated by observation. ORS has not received any
customer complaints related to drinking water quality,

4) As provided in the Application, HPUC's latest SC DHEC Public Water' Sanitary Survey

Report completed in November 2004 provided the drinking water' system an Overall

Rating of Needs Improvement.

5) Well house #1 and #2 signage lacking company name and emergency phone number.
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EXHIBIT DMH-2

ORS WASTEWATER SYSTEM INSPECTION: DOCKET 2005-34-WS

Utility Name: Haig Point Utility Company, lnc. Number of Customers: 234 Res/Com

System Type: Collection and Treatment System Date Inspected: 06/06/05

Inspected By: D.Hipp/W. Nlorgan Subdivision Name: Haig Point Community

Company Representative: Eric Johanson and Bill Donaldson

Type of Plant: Collection and Biological Treatment System with Spray field

Extent of Treatment: Biological Treatment with Sprayfield Discharge to Haig Point Golf Club using
a no discharge permit ¹ ND0062286

System Components Inspected
Chlorinator Gas cylinders
Other Chemicals in Use
Aerators
Plant fenced and Locked
Warning Signs Visible
Holes in Fence
Erosion of Dikes
Odor
Grass Cut
Duck Weed or Algae
Grease Build Up
Debris inside of Plant
Color of Effluent: Clear
Lift Stations: Number 28
Failure Warning System
Electric Wiring Acceptable
Overflows
Condition of Access Road: Good
New Construction

Yes

X

X

X

X

X

NA

No

X

NA

Frequency Checked by Licensed WWTF Operator: Daily

Location of Utility Office: Utility is housed at WWTF

Location of System: Collection and Treatment System located on Daufuskie Island,
Beaufort County

Subdivision provided water by this Utility: Yes

PAGE 3 OF 4
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ORS WASTEWATER SYSTEM INSPECTION: DOCKET 2005-34-WS

Utility Name:

System Type:

Inspected By:

Haig Point Utility Company, Inc.

Collection and Treatment System

D.Hipp/W. Morgan

Number of Customers: 234 Res/Com

Date Inspected: 06106105

Subdivision Name: Haig Point Community

Company Representative: Eric Johanson and Bill Donaldson

Type of Plant: Collection and Biological Treatment System with Spray field

Extent of Treatment: Biological Treatment with Sprayfield Discharge to Haig Point Golf Club usin_l

a no discharge permit # ND0062286

System Components Inspected Yes No

Chlorinator Gas cylinder's X
Other Chemicals in Use X

Aerators _ X

Plant fenced and Locked X

Warning Signs Visible z X
Holes in Fence

Erosion of Dikes

Odor

Grass Cut

Duck Weed or Algae _

Grease Build Up 4

X

X

X

Debris inside of Plant _ X

Color of Effluent: Clear
Lift Stations: Number 28 X

X

X

X

Failure Warning System
Electric Wiring Acceptable X

Overflows X

Condition of Access Road: Good NA NA

New Construction X

Frequency Checked by Licensed WWTF Operator':

Location of Utility Office:

Location of System:

Subdivision provided water by this Utility:

Daily

Utility is housed at WWTF

Collection and Treatment System located on Daufuskie Island,

Beaufort County

Yes
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EXHIBIT DMH-2

ORS WASTEWATER SYSTEM INSPECTION: DOCKET 2005-34-WS

Comments: Collection and treatment system discharges treated wastewater to Haig Point Golf
Club (27 hole course and driving range) based on watering demand.

AII lift stations on HPUC system were operating properly with good flow.

WWTF is not under any DHEC enforcement action. SC DHEC Wastewater Treatment
Plant Facility Evaluation Inspection Report dated 01/27/04 lists the overall rating of
the WWTF as satisfactory. SC DHEC NPDES Compliance Inspection Report dated
06/04/04 indicates the WWTF is operating in a satisfactory manner under permit
ND0062286.

Footnotes:

1. WWTF has 10 aerators operating at timed intervals. On day of inspection, HPUC
staff was conducting sampling in lagoon system and 1 aerator was operating in the
system.

2. Warning signs were visible on the plant fence but lacked company name and
emergency phone number.

3. Heavy duck weed covering ~/~ of the lagoon system was observed during the
inspection. Duck weed accumulated in the chlorine contact chamber. HPUC staff
skims the lagoon at regular intervals to remove the duck weed build up.

4. Grease build up was observed in the inf(uent/bar screen area. Influent flows
through bar screen and grinder pump prior to flowing into equalization area of
lagoon.

5. Some debris has accumulated inside fenced area. HPUC is encouraged to
contain debris from bar screen in a marked trash receptacle.

EXHIBIT DMH-2

ORS WASTEWATER SYSTEM INSPECTION: DOCKET 2005-34-WS

Comments:

Footnotes:

Collection and treatment system discharges treated wastewater to Haig Point Golf

Club (27 hole course and driving range) based on watering demand.

All lift stations on HPUC system were operating properly with good flow.

WWTF is not under any DHEC enforcement action, SC DHEC Wastewater Treatment

Plant Facility Evaluation Inspection Report dated 01/27/04 lists the overall rating of
the WWTF as satisfactory, SC DHEC NPDES Compliance Inspection Report dated
06/04/04 indicates the WWTF is operating in a satisfactory manner under permit

ND0062286.

1. WWTF has 10 aerators operating at timed intervals. On day of inspection, HPUC

staff was conducting sampling in lagoon system and 1 aerator was operating in the

system.

2. Warning signs were visible on the plant fence but lacked company name and

emergency phone number.

3. Heavy duck weed covering 1/2of the lagoon system was observed during the

inspection, Duck weed accumulated in the chlorine contact chamber'. HPUC staff
skims the lagoon at regular' intervals to remove the duck weed build up.

4. Grease build up was observed in the influent/bar screen area, Influent flows

through bar screen and grinder pump prior to flowing into equalization area of

lagoon.

5. Some debris has accumulated inside fenced area. HPUC is encouraged to
contain debris from bar screen in a marked trash receptacle.
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EXHIBIT DMH-4

PAGE 1 OF 13

HMG POINT, INC.
g PARAGON DRIVE

MONTVALE, N) o76yg

June 11,2004

Mr. W'illiam O. Richardson
Public Service Commission of South Carolina
101 Executive Center Drive, Suite 100
Columbia, SC 29210

Re: $20, 000 Perfonnance Bond —. Water
$20, 000 Perfonnance Bond - Sezeer

Dear Mr. Richardson:

Enclosed are two executed utility bonds for Haig Point Utility Company. Ifyou need
additional information, please contact me at (201) 507-4718.

Sincerely,

Thomas F. Connor
Controller

TFC/ceb
Enclosure

UtilityBoadsHaigpoingss'~

1 .

EXHIBIT DMH-4
PAGE 1 OF 13

HAIG POINT, INC.

:5 PARAGON DRIVE

MONTVALE, NJ 07645

June 11,2004

Mr. William O. Richardson

Public Service Commission of South Carolina

101 Executive Center Drive, Suite 100

Columbia, SC 29210

Re: $20j 000 Performance Bond - Water

$20,000 Performance Bond - Sewer

Dear Mr. Richardson:

Enclosed are two executed utility bonds for Haig Point Utility Company. Ifyou need

additional information, please contact me at (201) 307-4718.

Sincerely,

Thomas F. Connor

Controller

TFC/ceb

Enclosure

UtilltyBondsHa_gPoint0604



EXHIBIT DMH-4

PAGE 2 OF 13

Bond No. 64S104330507

Baig Point Utility
ÃIIRW~ICNSYtBRRRPWSRNW, S " ' 'I'RRRIWRWR

avelers Casua ty and Surety
& d ~ebs jn The State of SoUrb CaroVea, dcaigaaTsd as "pincqal", arrd lhat o a er ca

~~~ aa "sgzcty", are AN md Brady boun4 Ttrrro Qrc Public Service Ccgomisaiaa of Bag@
Twenty thousand

dggjgggd aS "Oghgee" jg Ths pCOal aLrrrr Of and no/10/~00~00 Qgilara ~@gpgy~~g yf

eeQ and Troly To be made. The phcip8 bhds iTm8f, ha aocceaaoa Iad assign, )oh' ~
aevmralty. Qggy by 0+ac prescota

WIWRRRR.
' ~ 'RR R

'' I~Q4-na Ong.

geQQgcs Thc phcgl4 To 5RDMh a bc' %j@sgffjchgg stgcy, To @0aa@gacfjaa ofggh ogjggy,

credited aa pravMcd h eNM 5II-S-VX, @g

~ The P+rc'4 +a~a a c~~~ o!'pu%t coovcuiaeo age ngggg~

IrN3 5pproval Af a achcdolc Qf rarca $g'~ gggpor ~a~gg $p ~~~
gapa 51ed wiib The obliiee. did

WRENS, 0@ hgid wbea approv& by @c oh~ ~go ce~

58 $.~ Q To cov@' @Qr N1d zQ hazy, ~htg p~y pzzp ae z ~ of lb' ~
lv rh iTa service araa as ~eaaribc4 l SB-5-~~g

+~~I Thc o"hi~~Qoticc and hewing, shan have the ggQ ~ +g~ ~g z

any pal of lhe 1N4 fiefeitcil Opsia a hearn~~ Qy @g ggqggq ~g~ ~~@@~@~~
~Nice TO pOVTdc Sleh SOfvlQc ss )gggp~ Q+Vf„~p+ kg ~~gg gg ~gag ~g @g~
faggrc has caAha1cd far Sa trnrsaaaoable lying@ of~

*Naig point Util ity Company, Inc. a whol ly owned subsidiary of International Paper Company

Ow

_l_Ulu_cl¢ C¢_T_CATE

Bond No. 64S104330507

EXHIBIT DMH-4
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.a__ Travelers.C_sual.ty and Surety

_m,_l n "sm'c_, m held a_l _y bo_d _ _1__ _ Cmmul:_ _ So_
Twenty thousand
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*Halg PoSit Utility Company, Inc. a wholly owned subsidiar_ of International Paper Co_an?
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ame4r. M IIbLii ~~~~I~~a ~udm Se obliga6nns ofM grinds ~~~
4b be Iyc' Q~~Y ~&d Qlbc ogigcc h%rgiag, ~g~~~@+~~M0pp~ty toW pheipd ~I~~~
~may os @+04 Sce accident af 4Q~g ~ g~pg ~06%@epm' see

gm sm-5-M {LeÃj.

1~~f. IIM~~M &~mao ~seggg ~

gggpOggg 9+/ %b0 hCt+%QA 1~'gag 9th' yf June QQ04,

Hai Point Vtilit Co an Ino.

T v le Ca it : d Su t Com an of America

L. M. Bryant, Attorney-R-Fact

°
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AClCNOWX.._DGE,M::Ic_O:_StTRETY

TENNESSEE

$TAT_ _ • _=i22_'_X_'_'n_
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L.M. BryantJ_ 9_2_ .... . , ,

• Attorney Travelers casualty and Surety Company
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_ C_m_ _xp_:

_av 17 2005

(AE= semii,t'_tSam_Cm_ Nomy I_)

TI'ITI_I P.R.'_



TRAVELERS CASUALTY AND SURETY COMPANY OF AMK
TRAVKLERS CASUALTY AND SURETY COMPANY

FARMINGTON CASUALTY COMPANY
Hartford, Connecticut 06103-9062

EXHIBIT DMH-4

PAGE 5 OF 13

KNOW ALL PERSONS BY THESE PRESENTS, THAT TRAVELERS CASUALTY AND SURETY COMPANY OF
AMERICA, TRAVELERS CASUALTY AND SURETY COMPANY and FARICINGTON CASUALTY COMPANY,

cozporations duly organized under the laws of the State of Connecticut, and having their principal ounces in the City of Hartford,

County pf Hartford, State of Connecticut, (hereinafter the "Companies" ) hath made, constituted and appointed, and do by these

presents make, constitute and appoint: James S. Dickey, I M. Bryant, Teresa M. Sheppard, %'. Joseph Lammel, of Memphis,

Tennessee, their true and lawful Attorney(s)-in-Fact, with. full power and authority hereby conferred to sign, execute and

pw]edge at any place within the United States, the following instrument(s): by hislher sole signature and act, any and all

bonds recognizances, contracts of indemnity, and other writings obligatory in the nature of a bond, recognizance, or conditional

undertaking and any and all consents incident thereto and to bind the Companies, thereby as fully and to the same extent as if the

same were signed by the duly authorized officers of the Companies, and all the acts of said Attorney(s)-in-Fact, pursuant to the

authority herein given, are hereby ratified and confirmed.

This appointment is made under and by authority of the following Standing Resolutions of said Companies, which Resolutions are

now in full force and effect:

VOTED: That the Chairman, the President, any Vice Chairinnn, any Executive Vice President any Se '~ Vice p ~d g V-

S~V ce President, he Tr~, anY Assistant Treasurer, the Corporate Secretsry or any Assistsnt Se eu ~ ' t A F
and Agents to act for and on behalf of the company and may give such appointee such authority as his or her ~mM of
to sign with the Company s name and seal with the Company's sesl le,d re~~~
the na of a d, r gnizance, or conditional undertakuig, and sny of said office or the B d ofD.

appointee and revoke the power given him or her.

VOTED: That the Chairman, the President any Vice Chairman, any Executive Vice President, any Senior Vice p esih t or any V Pr d t
may delegate aQ or any part of the foregoing authority to one or more officers or employees of this Comps„y, pzovided th, t ~ch
in writing and a copy thereof is Gled in the office of the Secretary.

TED: That any bond zecognIzsnce, contract of indemnity, or writing obligatory in the nature of a bond, recoguizsnce, or audit,.o~
dertakingshallbevalidandbindinguPontheComPanywheu(a)signedbythePresident, anyViceChsizman anyExecutiveVjceP ~d t ~y

'or Vice President or any Vice president, any Second Vice President, the Treasurer, any Assistant Treasurer the Cozporat S ~ oz auy

Assistant Secretary and duly attested and sealed with the Company's seal by a Secretary or Assistant Secretary, or (b) duly executed (ader ~ if
required) by one or more Auorneys-in-Fact and Agents pursuant to the power prescribed in his or her ceifificate oz theiz ceztifi~t of amhggjt„~

by ane or more Company oi5cers pursuant to a written delegation of authority.

This Power of Attorney and Certificate of Authority is signed and sealed by facsimile (mechanical or printed) under and by
authority of the following Standing Resolution voted by the Boards of Directors of TRAVELERS CASUALTY AND SURETY
COMPANY OF AMERICA, TRAVELERS CASUALTY AND SURETY COMPANY and FARMINGTON CASUALTY
COMPANY, which Resolution is now iu full force and effect:

VOTED Thit the signature of each of the following officers: President, any Executive Vice President, any Senior Vice president, auy Vice
president, any Assistant Vice President. any Secretary, any Assistant Secretary, and the seal of the Company may be affixed by facsimile to any

power of attorney or to any certificate relating thereto appointing Resident Vice Presidents, Resident Assistant Secretaxies or Attozneys m-Fact for

purposes only of executing and attesting bonds and undertakings and other writings obligatory in the nature thereof, and any such power of attorney

oz ceztificate besring such facsimile signature or facsimile seal shall be valid and binding upon the Company and any such power so executed and

certified by such fscsinule signature and facsimile seal shall be valid and bindiilg llpon the Company iil the fllture with respect to any bond or
undertaking to which it is attachecL

(11-00Standard)
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POWER OF ATTORNrJEY AND CERTIFICATE OF AUTHORITY OF ATTORNEY(S)-IN-FACT

KNOW ALL PERSONS BY THESE PRESENTS, THAT TRAVELERS CASUALTY AND SURETY COMPANY OF

AMERICA, TRAVELERS CASUALTY AND SURETY COMPANY and FARMINGTON CASUALTY COMPANY,

corporations duly organized under the laws of the State of Connecticut, and having their principal offices in the City of Hartford,

County of Hartford, State of Connecticut, (hereinafter the "Companies") hath made, constituted and appointed, and do by these

presents make, constitute and appoint: James S. Dickey, LM. Bryant, Teresa NL Sheppard, W. Joseph Lammel, of Memphis,
Tennessee, their true and lawful Attomey(s)-in-Fact, with full power and authority hereby conferred to sign, execute and

acknowledge, at any place within the United States, the following instrument(s): by his/her sole signature and aft, any and all

bonds, recognizances, contracts of indemnity, and other writings obligatory in the nature of a bond, recognizance, or conditional

undertaking and any and all consents incident thereto and to bind the Companies, thereby as fxdly and to the same extent as if the

same were signed by the duly authorized officers of the Companies, and all the acts of said Attorney(s)-in-Fact, pursuant to the

authority herein given, are hereby ratified and confirmed.

This appointment is made under and by authority of the following Standing Resolutions of said Companies, which Resolutions are
now in full force and effect:

VOTED: That the Chairman, the l_esidenL any Vice Chairman, any Executive Vice President, any Senior Vice President, any Vice President, any
Second Vice President, the Treasurer, any Assistant Treasurer, the Corporate Secretary or any Assistant Secretary may appoint Attorneys-in-Fact

and Agents to act for and on behalf of the company and may give such appointee such authority as his or her certificate of authority may presto'be
to sign with the Company's name and seal with the Company's seal bonds, recognizances, contracts of indemnity, and other writings obligatory in
the nature of a bond, recognizance, or conditional undezxaking, and any of said officers or the Board oflMrectors at any time may remove any such

ala_oinu_ endrevoke the power given him or her.

VOTED:. That the Chairman, the President, any Vice Chairman, any Executive Vice President, any Senior Vice President or ,my Vice President

may delegate all or any part of the foregoing authority to one or more officers or employees of this Company, provided that each such delegation is
in writing and a copy thereof is filed in the office of the Secretary.

TED: That any bond, recognizance, conUact of indemnity, or writing obligatory in the ..nature .of a bond, recognizance, or conditional
shallbevalidandbindingupon theCompany when (a)signedby thePrcmdent,any ViceChairman,any ExecutiveVice President,any

orVice Presidentorany VicePresident,any SecondVice President,theTreasurer,any AssistantTreasurer,theCorporateSecretaryorany

AssistantSecretaryand dulyattestedand sealedwiththeCompany's sealby a SecretaryorAssistantSecretary,orCo)dulyexecuted(underseal,if

required) by one or more Attorneys-in-Fact and Agents pursuant to the power prescn3)ed in his or her certificate or their camificates of authority or
by one or more Company officers pursuant tO a written delegation of authority.

This Power of Attorney and Certificate of Authority is signed and sealed by facsimile (mechanical or printed) under and by

authority, of the following Standing Resolution voted by the Boards of Directors of TRAVELERS CASUALTY AND SURETY
COMPANY OF AMERICA, TRAVELERS CASUALTY AND SURETY COMPANY and YARM!NGTON CASUALTY

COMPANY, which Resolution is now in full force and effect:

VOTED: Tlmt the signature of each of the follogdng Officers: President, any Executive Vice President, any Senior Vice President, any Vice

President, any Assistant Vice President, any Secretary, any Assistant Secretary, and the seal of the Company may be affixed by facsimile to any
power of attorney or to any certificate relating thereto appointing Resident Vice Presidents, Resident Assistant Secretaries or Attorneys-in-Fact for
purposesonlyofexecutingandattestingbondsand undertakingsand otherwritinssobligatoryinthenaturethereof,and any suchpower ofa_orney
orcertificatebearingsuchfacsimilesignatureorfacsimilesealshallbevalidand bindingupon theCompany and any suchpower soexecutedand

certifiedby suchfacsimilesignatt_eand facsimilesealshallbe validand bindingupon the Company inthefuturewithrespecttoany bond or

undertakingtowhichitisattache&

(]z-O0Standard)
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TRAVELERS CASUALTY AND SURETY COMPANY OF AMFMCA
TRAVELERS CASUALTY AND SURETY COMPANY

FARICINGTON CASUALTY COMPANY)SS.Hartford

COUNTY OF HARTFORD

IN WIT'NESS WHEREOF, TRAVELERS CASUALTY AND SURETY COIi

CASUALTY AND SURETY COMPANY and FARMINGTON CASUALTY COl

signed by their Senior Vice president and their corporate seals to bc hereto atybted this brn oay or r eontary 2003.

STATE OF CONNECTICUT

a tNsrFofg, )%
rsoysLQ e

h,'gy Asttgs

a HARTFORO,
COtdN. es

ns
'T

d+
C ~ I

ghS gyp

1982 o

4 ~

By

George Nt. Thompson
Senior Vice President

On this 8th day of February, 2003 before me personally came GEORGE W. THOMPSON to me known, who, being by me dul

swortl, did depose and say: that he/she is Senior Vice President of TRAVELERS CASUALTY AND SURETY COMPANY Ol
AMERICA, TRAVELERS CASUALTY AND SURETY COMPANY and FARMINGTON CASUALTY COMPANY, th
corporations described in and which executed the above instrument; that he/she knows the seals of said corpoiations; that the seal
a@ized to the said instrument are such corporate seals; and that he/she executed the said instrument on behalf of the corporations b
authority of his/her of6ce under the Standing Resolutions thereof.

My commission expires June 30, 2006 Notary Public
Marie C. Tetreault

CERTIFICATE

the undersigned, Assistant Secretary of TRAVELERS CASUALTY AND SURETY COMPANY OF AMERIC.
TRAVELERS CASUALTY AND SURETY COMPANY and FARMINGTON CASUALTY COMPANY, stock corporations
the State of Connecticut, DO HEREBY CERTIFY that the foregoing and attached Power of Attorney and Certi5cate of Authori

remains in full force and has not been revoked; and furthermore, that the Standing Resolutions of the Boards of Directors, as!
forth in the Certi5cate of Authority, are now in force.

nM
Signed and Sealed at the Home Of5ce of the Company, in the City of Hartford, State of Connecticut Dated this

W ssreJI

~bgdt ~dyi.

~
+»

g& dsbgt
»th

a HARTFORO,
CONg. eh

Ct

Vj.
dr~

Cg Sued

l982 g

ef q4

Sy
Kori M. Johanson
Assistant Secretary, Bond
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IN WITNESS WHEREOF, TRAVELERS CASUALTY AND SURETY CO]_
CASUALTY AND SURETY COMPANY and FARMINGTON CASUALTY COl

signed by their Senior Vice President and their corporate seals to be hereto affixed this _Smoay ot reoruaty 2003.

STATE OF CONNECTICUT

}SS. Hartford

COUNTY OF HARTFORD

@-.%
_,| "q

2'

TRAVELERS CASUALTY AND SURETY COMPANY OF AMERICA ' •
TRAVELERS CASUALTY AND SURETY COMPANY

FARMINGTON CASUALTY COMPANY

George W. Thompson
Senior Vice President

On this 8th day of February, 2003 before me personally came GEORGE W. THOMPSON to me known, who, being by me dul2.
sworn, did depose and say: that he/she is Senior Vice President of TRAVELERS CASUALTY AND SURETY COMPANY O]
AMERICA, TRAVELERS CASUALTY AND SURETY COMPANY and FARMINGTON CASUALTY COMPANY, th,
corporations described in and which executed the above instrument; that he/she knows the seals of said corporations; that the seal
alYaxed to the said instrument are such corporate seals; and that he/she executed the said instrument on behalf of the corporations b

authority of his/her office under the Standing Resolutiom thereof.

@ My commission expires June 30, 2006 Notary Public
Marie C. Tetreault

CERTIFICATE

I, the undersigned, Assistant Secretary of TRAVELERS CASUALTY AND SURETY COMPANY OF AMERIC
TRAVELERS CASUALTY AND SURETY COMPANY and FARMINGTON CASUALTY COMPANY, stock corporations
the State of Connecticut, DO HEREBY CERTIFY that the foregoing and attached Power of Attorney and Certificate of Authori
remains in full force and has not been revoked; and furthermore, that the Standing Resolutions of the Boards of Directors, as

forth in the Certificate of Authority, are now in force. ,_

Signed and Sealed at the Home Office of the Company, in the City of Hartford, State of Connecticut. Dated this (_ day of

@@@ By
Kori M. Johanson

Assistant Secretary, Bond
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Wavelers

IMPORTANT DISCLOSURE NOTICE OF TERRORISM
INSURANCE COVERAGE

On November 26, 2002, President Bush-signed into law the-
Termrism Risk Insurance Act of 2002 (the "Act"). The Act
establishes a short-term program under which the Federal
Government will share in the payment of covered losses caused
by certain acts of international terrorism. We are providing you
with this notice to inform you of the key features of the Act, and to
let you know what effect, if any, the Act will have on your premium.

Under the Act, insurers are required to provide coverage for
: certain losses caused by international acts of terrorism as defined

in the Act; The Act further provides that the Federal Government
will pay a share of such losses. Specifically, the Federal
Government will pay 90% of the amount of covered losses caused
by certain acts of terrorism which is in excess of Travelers'
statutorily established deductible for that year. The Act also caps

amount of terrorism-related losses for which the Federal
Qpvemment or an insurer can be responsible at
$)00,000,000,000.00, provided that the insurer has met . its
deductible.

Please note that passage of the Act does not result in any change
in coverage under the attached policy or bond (or the policy or
bond being quoted). Please also note that no separate additional
premium charge has been made for the terrorism coverage
required by the Act. The premium charge that is allocable to such
coverage is inseparable from and imbedded in your overall
premium, and is no more than one percent of your premium.

T-1018{2/03)
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IMPORTANT DISCLOSURE NOTICE OF TERRORISM
INSURANCE COVERAGE

On November-26, 2002, President Bush-signed into law the=
Terrorism Risk Insurance Act of 2002 (the "Act"). The Act
establishes a short-term program under which the Federal
Government will share in the payment of covered losses caused

by certain acts of interfiational terrorism. We are providing you
with this notice to inform you of the key features of the Act, and to

let you know what effect, if any, the Act will have on your premium.

Under the Act, insurers are required to provide coverage for
: certain losses caused by international acts of terrorism as defined

in the Act: The Act further provides that the Federal Government
will pay a share of such losses. Specifically, the Federal
Government will pay 90% of the amount of covered losses caused

by certain acts of terrorism which is in excess of Travelers'
statutorily established deductible for that year. The Act also caps
the amount of terrorism-related losses for which the Federal
Government or an insurer can be responsible at
$100,000,000,000.00, provided that the insurer has met its
deductible.

Please note that passage of the Act does not result in any change
in coverage under the attached policy or bond (or the policy or
bond being quoted). Please also note that no separate additional

premium charge has been made for the terrorism coverage
required by the Act. The premium charge that is allocable to such
coverage is inseparable from and imbedded in your overall

premium, and is no more than one percent of your premium.

(_T-I018 (2./03)
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Bond No. 648104330508

Haig Point Utility
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*Bafg pognt Utility Company, Inc. a wholly owned subsidiary of International Paper Company
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_SURa.N_ C_RTI_C_TE

lq_IU_O_C_ BOND
Bond No. 64SI04330508

Haig Point Utility

___ _ravelers Casual.ty and Surety

de_eud _ "_, me 'heldee.:l_y hotrod_ _ _ S_ice Comm_ _ Somh
Twenty thousand

C=0_ d_=d u "eb_g=_,_ _ p_d _m of a._no/_0__0,oo0}_ _t _ p_ .f

*Halg Point Utility Company,
Inc. a wholly owned subsidiary of International Paper Company
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Q L. M. Bryant, Attorney-fm-Fact
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_g P_Utili_ty Com_anyv Inc.

_Y _//"

Trmyeler$ ._Ca_ua1_Y"-_.a-_dSurety Company .of America

_,'Y" _,. B. Bz3'ant., At.t.orne]-'Vn-F
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TENNESSEE .-:
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ACI_OWl..EDGEM_T O_ SU_TY.

TENNESSEE .-,

cO_¢I'Y OF =_ __-s___.Y

L.M. Bryant ,_tltttlO. Ju._9__20_j_ ..............

Attorney Travelers Casualt_y and Surety Company

knows _ s_d of,mid Cmporm_ _ m,: r._dL_.xe.d _ _ Said _ is s,,_ _:_

d_ iS wss _ xtT_d by d= .,d= .f Ib_ B_ _t' _ of todd Corp_x_, .xM _ l_'she

Swum m l:_:.'o m©'l_ds

_a_ dayof _u.e ,20 04

_ _]_ Ellen B. Ri_enberg J

My Cmm_ Kxpkm:

o-m.)

_v 17, 2005

(Affix sealff_t SarahC_ol_ No_7 Pu_)

T_T_ P. _t_
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POWER OF ATTORNEY AND CERTIFICATE OF AUTHORITY OF ATTORNEY(S)-IN-FACT

~OW ALL PERSONS BY THESE PRESENTS, THAT TRAVELERS CASUALTY AND SURETY COMPANY OF
~~RlgA, TRAVELERS CASUALTY AND SURETY COMPANY and FAjQ4INGTON CASUALTY COMPANY,

pprporatjQns duly orgaznzed under the laws of the State of Connecticut, and having their principal offices in the City of Hartford,

County of Haztford, State of Connecticut, (hereinafter the "Coznpanies") hath made, constituted and appointed, and do by these

presents znake, coiistitiite and appoint: James S. Dickey I M. Bryant, Teresa hL Sheppard, W. Joseph Lammel, of Memphis,

Tennessee, their tzue and lawful Attorney(s)-in-Fact, with, full power and authority hereby conferred to sign, execute and

acknow]edge, at any place within the United States, the following instrument(s): by his/her sole signature and act, any and au

bonds, recognizances, contracts of indemnity, and other writings obligatory in the nature of a bond, recognizance, or conditional

tindeztakizig and any arid all consents incident thereto and to bind the Companies, thereby as fully and to the same extent as if the

same were sjgned by the duly authorized o5cers of the Companies, and all the acts of said Attorney(s)-in-Fact, pursuant to the

authority herein given, are hereby ratified and confirmed.

This appointment is made under and by authority of the following Standing Resolutions of said Companies, which Resolutions are

now in full force and effect:

VOTED: That the Chairman, the Presjdeiit, any Vice Chairman, any Executive Vice president. any Senior Vice P ~dent my V p
Secoiid Vice President. the Treasurer. anY Assistant Treasurer, the Cozparate Secretary or aziy Assjstazit Se cu ~y a~t An F
aud Agents to act for and on behalf of the company and may give such appajiitee such authority as his or he ~~~ of
to sign with the Compaziy's zuuue imd seal with the Compmy's seal bonds, zecopijzances, contracts of mdemzuty, and other ~m s obh at

the nature of a bond, recogmnmm, m conditional undertakmg, arid any of said officers or the Board of Directors at any time may re ove any ~
appointee and revoke the power given him or her.

VOTED: That the Chajiniazi, the President any Vice Chairman, any Executive Vice Presjdezit any Seziior Vi~ p ~d t or auy

, may delegate aH ar any part of the foregoing authority io one or more officers or employees of this Company, provided th t ~h ~h d l'.writing and a copy thereof is Gled in the office of the Secretary.

That auY bond. z~~~. coiinact of mdemmty, or writizig obligatory in the nature of a bond„zecogmzance or coiidjnpggj

ertaking shaH be valid and bmdmg upon the Company when (a) signed by the President, any Vice Chairman any Executive ~jce Pry''dye t ~y
'or Vice President oi' any Vice President, any Second Vice President, the Treasurer, any Assistaiit Treasurer the ~t S~

Assistant Secretary and duly attested and sealed with the Company's seal by a Secretary or Assistant Sccretazy, or (b) duly ~~~ (~d ~ if
required) by one or more Attorneys-m-Fact arid Agents pursuant to the power prescribed jn his Qr her certificate or their gggQQggt ofa~~y
by one or more Company officers pursuant to a written delegation of authority,

This Power of Attorney and Certificate of Authority is signed and sealed by facsimile (mechanical or printed) undez' and by
authority of the following Standing Resolution voted by the Boards of Directors of TRAVELERS CASUALTY AND SURETY
COMPANY OF AMERICA, TRAVELERS CASUALTY AND SURETY COMPANY and FARMINGTON CASUALTY

COMPANY, +hich Resolution is now in full force and effect:

VOTED: Th t the sjg t e of mch of the foHO~ offi~s: P esjdmt, my E ecut ve Vice P emdmt. ~y S or Vice P.~de, any Vlm

President, any Assistant Vice President, any Secretary, any Assistant Secretary, and the seal of the Company may be affixed by facsjzm

power of attozney or to any certificate relating thereto appointing Resident Vice presidents, Resident Assistant Secretaries or Attorneys m Fact for

purposes ops of executmg and attesting bonds and undertakings and other writings obligatory in the nature thereof, and any such power of attorney
such facsimile signature or facsimile seal shall be valid and binding upon the Company and any such power so executed aud

'
e signature and facsimile seaI shall be valid and binding upon the Company in the future with respect to any bond or

undertaking to which it is attached.

(1140Standard)
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POWER OF ATTORNEY AND CERTIFICATE. OF AUTBORITY OF ATTORNEY(S)-IN-FACT

_KNOW ALL PERSONS BY THESE PRESENTS, T_T TRAVELERS CASUALTY AND SURETY COMPANY OF
"_IIAMERICA , TRAVELERS CASUALTY AND SURE COMPANY and FARMINGTON CASUALTY COMPANY,

corporations duly organized under the laws of the State of ConnecticuL and having their principal offices in the City of Hartford,

County of Hartford, Slate of Connecticut, (hereinafter the "Companies") hath made, constituted and appointed, and do by these

presents make, constitute and appoint: James S. Dickey, L.M. Br_.,ant, Teresa M. Sheppard, W. Joseph Lammel, of Memphis,
Tennessee, their true and lawful Attomey(s)-in-Fact, with., full power and authority hereby conferred to sign, execute aud

acknowledge, at any place within the United States, the following instnnnent(s): by his/her sole signature and act, may and all

bonds, recognizances, contracts of indemnity, and other writings obligatory in the nature of a bond, recognizance, or conditional

undertaking and any and all consents incident thereto and to bind the Companies, thereby as fully and to the same extent as ff the

same were signed by. the duly authorized officers of the Companies, and all the acts of said Attorney(s)-in-Fact, pursuant to the

authority herein Oven, are hereby ratified and confirmed.

This appointment is made under and by authority of the following Standing Resolutions of said Companies, which Resolutions are

now in full force and effect:

VOTED: That the Chairman, the President, any Vice Chairman, any Executive Vice President, any Senior Vice PresidenL any Vice PresidenL any
Second Vice President, the Treasurer, any Assistant Treasurer, the Corporate Secretary or any Assistant Secretary may appoint Attorneys-in-Fact

and Agents toactforand on behalfofthecompany and may give suchappointee such authority as hisorhercertificateofauthoritymay prescr_3)e
to sign with the Company's name and seal with the Company's seal bonds, recognizances, conUacts of indemnity, and other writings obligatory in
the nature of a bond, recoLmizance, or conditional undertaking, and any of said officers or the Board of Directors at any time may remove any such

appointee and revoke the power given him or her.

"VOTED: That the Chairman, the President, any Vice Chairman, any Executive Vice President, any Senior Vice President or any Vice President

,man delegate all or any part of the foregoing authority to one or more officers or employees of this Company, prodded that each such delegation is
"-- writing and a copy thereof is filed in the office of the Secretary.

• • ..... • . •

_._TED: That any bond, recogmzance, contract of indemmty, or. wnttug.ob_gato_ .m tht..nature .of a_b___SL_._e_e__=d_i_on_
_[a,_,l,_, __hM1be valid and binding upon the Company when (a) m_mea oy me _'remaent, any vlee t._ any r_,x_;uu c av__r_rem czar, may
qIW"'_":_ _:_-'--'-,.... ,, Vice President. any Second Vice President, the Treasurer, any Assistant Treasurer, the Corporate Secretary or

Assistant Secretary and duly arrested and sealed with the Company's seal by a Secretary or Assistant Secretary, or Co) duly executed (under seal, if

required) by one or more Attorneys-in-Fact and Agents pursuant to the power prescribed in his or her certiticate or their certificates of authority or
by one or more Company officers pursuant to a written delegation of authority.

This Power of Attorney and Certificate of Authority is signed and sealed by facsimile (mechanical or printed) under and by

authority, of the following Standing Resolution voted by the Boards of Directors of TRAVELERS CASUALTY AND SURETY
COMPANY OF AMERICA, TRAVELERS CASUALTY AND SURETY COMPANY and FARMINGTON CASUALTY

COMPANY, which Resolution is now in full force and effect:

VOTED: That the signature of each of the following officers: President, any Executive Vice President, any Senior Vice President, any Vice

President, any Assistant Vice President, any Secretary, any Assistant Secretary, and the seal of the Company may be affLxed by facsimile to any

power of attorney or to any certificate relating thereto appointing Resident Vine Presidents, Resident Assistant Secretaries or Attomeys-in-Fa_ for
purposes only of executing and attesting bonds and undertakings and other writings obligatory in the nature thereof, and any such power of attorney
or certificate bearing such facsimile signature or facsimile seal shall be valid and binding upon the Company and any such power so executed and

certified by such facsimile signature and facsimile seal shall be valid and binding upon the Company in the future with respect to any bond or

undertaking to which it is attached.
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TRAVELERS CASUALTY AND SURETY COMPANY OF AMERICA
TRAVELERS CASUALTY AND SURETY COMPANY

FARMINGTON CASUALTY COMPANY)SS.Hartford

COUNTY OF HARTFORD

IN WITNESS WHEREOF, TRAVELERS CASUALTY AND SURETY CO
CASUALTY AND SURETY COMPANY and FARMIÃGTON CASUALTY CG.
signed by their Senior Vice President and their corporate seals to be hereto af5xed this 8th day of Februaxy 2003.

STATE OF CONNECTICUT

ygl Qllj~~

HARTFORD, %
c coNN. x e

tT AyO

HARTFORD,
CONN. a

c&a~~,

~ ~
l9$2 3 By

George W. Thompson
Senior Yice President

On this 8th day of Februaxy, 2003 before me personally came GEORGE W. THOMPSON to xne known, who, being by me du
sworn, did depose and say: that he/she is Senior Vice President of TRAVELERS CASUALTY AND SURETY COMPANY 0
AMERICA, TRAVELERS CASUALTY AND SURETY COMPANY and FARMINGTON CASUALTY COMPANY, tl
coxporations described in and which executed the above instrument; that he/she knows the seals of said corporations; that the sea
affixed to the said instrument are such corporate seals; and that he/she executed the said instrument on behalf of the corporations 1

authority of his/her of5ce under the Standing Resolutions thereof.

My commission expires June 30, 2006 Notary Public
Marie C. Tetreault

CERTIFICATE

I, the undersigned, Assistant Secretary of TRAVELERS CASUALTY AND SURETY COMPANY OF AMERIC
TRAVELERS CASUALTY AND SURETY COMPANY and FARMINGTON CASUALTY COMPANY, stock coxporations
the State of Connecticut, DO HEREBY CERTIFY that the foregoing and attached Power of Attorney and Certificate of Author
remains in full force and has not been revoked; and furthermore, that the Standing Resolutions of the Boards of Directors, as
forth in the Certificate of Authority, are now in force.

Q "P7
Signed and Sealed at the Home Ofhce of the Company, in the City of Hartford, State of Connecticut. Dated this I day of

~g+ ++TTr

a'HARTFORD, %
CONN.

'

~gtt Ag~

J'
c NARTFORDs

CONN. . a
D

+c

o&sU@o+~.Pr
llSZ 3 By

Kori M. Johanson
Assistant Secretary, Sond

" EXHIBIT DMH-4
b •
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IN WITNESS VfHEREOF, TRAVELERS CASUALTY AND SURETY CO

CASUALTY AND SURETY COMPANY and FARMINGTON CASUALTY CG ..........

signed by their Senior Vice President and their corporate seals to be hereto affixed this 8th day of Febguary 2003.

STATE OF CONNECTICUT

}SS. Hartford

COUNTY OF HAKTFORD

TRAVELERS CASUALTY AND SURETY COMPANY OF AMERICA
TRAVELERS CASUALTY AND SURETY COMPANY

FARMINGTON CASUALTY COMPANY

George W. Thompson
Senior Vice President

On this 8th day of February, 2003 before me personally came GEORGE W. THOMPSON to me known, who, being by me dtt

sworn, did depose and say: that he/she is Senior Vice President of TRAVELERS CASUALTY AND SURETY COMPANY O
AMERICA, TRAVELERS CASUALTY AND SURETY COMPANY and FARMINGTON CASUALTY COMPANY, tl

corporations descn'bed in and which executed the above instrument; that he/she knows the seals of said corporations; that the sea
affi_xed tO the said instrument are such corporate seals; and that he/she executed the said instnunent on behalf of the corporations 1

authority of his/her office under the Standing Resolutions thereof.

My commission expires June 30, 2006 Notary Public
Marie C. Tetreault

CERTIFICATE

I, the undersigned, Assistant Secretary of TRAVELERS CASUALTY AND SURETY COMPANY OF AMERIC
TRAVELERS CASUALTY AND SURETY COMPANY and FARMINGTON CASUALTY COMPANY, stock corporations
the State of Connecticut, DO HEREBY CERTIFY that the foregoing and attached Power of Attorney and Certificate of Authoz
remains in full force and has not been revoked; and furthermore, that the Standing Resolutions of the Boards of Directors, as

forth in the Certificate of Authority, are now in force. (_ _'7
Signed and Sealed at the Home Office of the Company, in the City of Hazl_ord, State of Connecticut. Dated this day o5

Kori M. Johanson

Assistant Secretary, Bond
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IMPORTANT DISCLOSURE NOTICE OF TERRORISM
INSURANCE COVERAGE

On November-26, 2002, President Bush-signed into law the-
Terrorism Risk insurance Act of 2002 (the "Act"). The Act
establishes a short-term program under which the Federal
Government will share in the payment of covered losses caused
by certain acts of international terrorism. We are providing you
with this notice to inform you of the key features of the Act, and to
let you know what effect, if any, the Act will have on your premium.

Under the Act, insurers are required to provide coverage for
: certain losses caused by international acts of terrorism as defined

Act. The Act further provides that the Federal Government
will pay a share of such losses. Specifically, the Federal
Government will pay 90% of the amount of covered losses caused
by certain acts of terrorism which is in excess of Travelers'
statutorily established deductible for that year. The Act also caps
the amount of terrorism-related losses for which the Federal
Government or an insurer can be responsible at
$)00,000,000,000.00, provided that the insurer has met its
deductible.

please note that passage of the Act does not result in any change
in coverage under the attached policy or bond (or the policy or
bond being quoted). Please also note that no separate additional
premium charge has been made for the terrorism coverage
required by the Act. The premium charge that is allocable to such
coverage is inseparable from and imbedded in your overall
premium, and is no more than one percent of your premium.

T-10I8 (2/03)
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: certain losses caused by international acts of terrorism as defined

in the Act, The Act further provides that the Federal Government
will pay a share of such losses. Specifically, the Federal
Government will pay 90% of the amount of covered losses caused
by certain acts of terrorism which is in excess of Travelers'
statutorily established deductible for that year. The Act also caps
the amount of terrorism-related losses for which the Federal
Government or an insurer can be responsible at
$100,000,000,000.00, provided that the insurer has met its
deductible.

Please note that passage of the Act does not result in any change
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required by the Act. The premium charge that is allocable to such
coverage is inseparable from and imbedded in your overall

premium, and is no more than one percent of your premium.

(2/03)



CA

g 0
CI 4-
I- LU0Co ~Z 0.
X
LU

E

V)
Vle ec o.
& E
Ql 0

Q'- O

O
CI

CI
CI

IA
(0
Ol

4&

O
O
Cl

lA

O
NO
O

CI
CI

Cl

Cl
Cl
Cl

CO

44l

CI
Cl
N
(A
CD
CO

4&

Cl
CD

(0

O
Cl
CD
T

CD
CI

CI
CI
lA
Ol
'(P
CO
(0

CI
Cl
Cl

(0

Cl
CI
N
O
N

Cl
CI

Cl
CI
(0

N
CO
\&

CI
Cl
lA

CI
Cl

N

N
N
48.

X0
M

0 CL.

Z S-00
O. LU

p I-
P V) Co

O rn g
I CO

W LU ch—4 oI-
CL

04
I- CI0

T- LU

I-
N
LUI-

C0

(6
CL

E
o
O
E

CA

Q
CL

E0
O
N

L

e

Ie

E
Q

—V)
CL Q

Q

(D~CEmooWoo

C0
CL

m
Q

th
N

3 O I-

CD
C

CQ tQ
m-e E

Ql

c 0 5,c(O Cn

ol
C

g)

L0
(6
V

Vl
N
(6

O
I
Ql

E0
Vl

O

Cl
CI

CO
(0

(0
lA

Cl
O
CO

Cl
lA
lA

CI
O

IA

CI
CI

(0
(tj

OO(0

CD

CI
CI
CI

lA

Ooo0 O (0
CO O
OO N

0
(6
pl

(6
V
Ql

E
E0
O

(U

Q

Q
E
m
Ql

i
Q
Ol

Ql

M

OooO O (0
No o0 NO
OO

Cl
CI
ol
(0
(0

OO

O
CI
(0
N
OO
Cl
Ol

(0

Cl
CO

N
CD
Ol

0
tU
CD

(6

Q'(0
Vl
Ql
Q'

(6
V
Q
E
E0
O
0
m
ol
I
i

Ooo

CI
Q
N
CI
(0

O OO O
O O
Cl

OQOO 0
CO (0
CO IA

I

N

Ql

Ql
CO

(6

Ql'(0
Vl
Ql

CL'

(6
O
Ql

E
E
O

O Q 0

CI
O
(A
CD

Ol

CI
CI
CI

CO
CO

OO
(A

CD

N

CI

O

N

Vl

(U

0I-

0
6
O 09

V

Z Im

0
Q 9
0 V

m
IL IL

b0 Ql

IL~- Ee CLQ

e 0
V) O V)

0 I
m
Q

eI
0 N
Q Q

CO I-

I-
V

M

Q
N

Qo.
ILI

0
0

e0 V)
V
m N

(0
CL m0 u.

O Ol

l- CD

O

O O
O O

CO

OO O
(0 lA
O IA
(0
ICI

O 0O O
IA O

(A CO

F) '(P

i I

Ql Q
(0 (0

O
0 Q
Q

vl E
Q 0

IL' O

ClQ
Ol

(0
Cl

CI
Q
IA
IA

(0

0
6
O 04J

V

Z u.

Lr 00 V
CL Im

E i
O U

C0
o. e
E Q

N

0 0
O O CA

r0
~m
E e

e N»
Vl

0 O I-

Q
N
C
CL

tu

0r „o

m N
O
CA 9

V

0 u.

Cl
CI

OO
(0
Cl
(0
IA

CI
CI

(0

O

Ol
CI

O
O

CI
IA

CI
CI

IA
CD
(

(6
V
Q
E
E0
O

Nl

Cl
Q
CD

(0
(0

CO

Cl
Cl
(0

CO
CI
CD

CU

C
Q

Vl
Q
K
(6
V
Q
E
E
O
r0
CD

CI
(0

O CD
IA

CD 40
O N

O O
O O

IA

N
IA

CD

O O
Q O
O O

CO
lA CO

OO

0
(6
ol

(6
Q.

C
Ql

E
(6
Ql

Ql

(6

ID

(O (6
tU +
9 I-

0
Q
O o

V

Z IL

0
Q l0
O V

ILI Im

CD

CQ ~
Q

(6

COD,
VC O N

ol

(6e
m

N

VC I-

I-
V

?
CO

Q
(D

eo.
X
ul N

0
c E
0 0

Vl
m
v O
V
m N
O
Vl ~VL m0 u

CI
O

O
(tl

Cl
CI

I

M
ID

Cl
CI
CI
O

CI
CI

IU

V
Q
E
E0
O

CO

OO
(0

O
CO

N
Ol

tU

Q0
Vl
ID
Q'

Ul

V
Ql

E
E0
O

0
(6
CO

i

Cl
CI
C0
O

O O
CO rl'
Q IA
N

CO

0
(6
ol

(6
CL

Q
E
Ul
Ql

(6

Q
Vl
(6

m
0

O Q
(00 N
N

N

N
Q
0
Z

(D
V
(E0
L
Ql

m
Ol

I0
Ql

Xl
(6

GL

C

E
Ul

(U
C:

E0
C
(6
'(0
C
(6
Ql

0
V
Q

0
Vl

Ql

E0

(6

Vl
Ql
Vl

(6
CL

Q
E
Ql

I-
i
Ql

(6

Q

0
(0
Ql

E0
Vl

V

CU

V
Q
E
E0
V
'(3

m

(6

Ql

(0
Ql

(6
Ql

C +
Ql

0 N

CD
C

(Oc0
V

Ql
CU

C0 (n
Q

Q Vl
Vl
(6 ID0.

X
Q
(D

m
Q

O(6
tU
V

E
Ql

0 0
Vl Vl

V
0
VQ
(6

(0 ~
(U '$
V o
E
Q

E e0
O o

c O
~ O
Vl &
e CL

CL' Z

-ru..
_0

I.... 1.1.1

X
w

Z
0

0o.
z_
-0
Z

0u mlm

o_

i- o
_zo
o_

"rU.l
>-
I--

W
I--

_ o
o

e
o E
_= o

"0 0

o

E
m

_ 0 _

0 e'_ Q.

_o_

h" ,--

__os

Nle_, ,-
_01_



«0
U

p 0
0 ~
p UJ

U03 ~X 0
X
UJ

O2 0
(A

2
QL' ~a

0 (A 0 (A

O Q

Cl P

0 0 O
a a0
cL' a
Z

00
N

(0
CL

E0
O
e

Po
e
m

m

0e
N0
X
e
N0a0
Q.

QI
«D

dl

O
C0
a
E
NNO

0
O

QI
Ol
ttl

O
Q
td
m

IQ

v 4I
C 40
dl (0
V Q
Ql Va c

C

0 m
N

dl

m: v
ld «0 0

'0
Q
N 0
a an0
a
O000. OZ

C0
0. «4

LEeL
Vl (0

O cK0
O

v dl
C Vl
QI I0
V Ql
I I
dl Va

C
N0 m

E
V

8~0 0

QI
VP
dl ttl

IZI a
'0
Q L

Z 0am0

dl
N g 4I ld

O
g m

Cf

«0
e

C I0
N

«D Qm

'-- S
(0

I 0
m

0 LE

O I
O

CI

CI
4(d

CI
CI

CI

(A

~oo
CI
CI
CI

CI
O
CI

CI
CI
IA

CI
O
IA

go
«4

IAn

CIn

goo
«0
«4
«It
«It
«tt

n
CI
CI
CI
T

CI
CI
IA
d«
69

~oo

(D
(D
(D

CI

CI

CI
CI

CI
«4

60

oo
CI
O
O

O
O
O
EFp

0
O
Q

O
O
CI

Q VI
O C
O 0

m

(D
O.

C0 QI

dl (0

td

0
(0

CI
CI

~oo
Q
tA

(0

IA
CI
T
Vd

«4

Vd

CI
«d

~oo
CI
O
O

Q
CI
C)
64

CI
4)
CI
60

CI
Q
CI
\&

O Vl
Q C0 0

mt- Ol
Q
CL

C O0 O dlQ
m
OI Q

O
Q
«0

(0

o~
CI
IA

CI
CV

T
VL

~oo
Q
CI
Q

CI
CI
CI

O
O
O

CI
CI
Q
4(6

0 N
Q C
O 0

(0I- Cd

O.

C O0 O
Q

+po m
(D

I L
Q

0 0
(0

C0
N
I
ma
E0
O
e
V
I

F)
Q
m

m
V
Q
E
E0
O

dt
N0a0

CL

Q
I
Ol

2
O
C0
a
E
N

0
O

e
C N
Q m

LV dl

Q Va c

C

0 dt
E QL

m: v
C

0! tv0 0I-

(D C
N 0v
«L D. nBE,

00. O
Z

C0vC 0, «d

PEQ
I 0 v(D

dtORIL0
O

Q
C N
Q t0
V ID

Q Va

C0 N0
E 4I
m: v

C
(0 tv0 0

Q
dt v
ld m
m ID.

'

dl I.
'0

arneZ 0a m
O
g. Q

C TQ
L" m&v
o QI

0
Q

N
Ol dt

IQ

I 0
Q

(0
0 LE

O (0
O

ow ow

(D 'ct
(D IA
(D n

O

O O
60 4&

O CI
O

\e 0&

O CD
(tt «0

0
VL 66

oh VN0 «0
Q «tt

CI Dd
Dt

O
O Q
Q Q
Vd o«

O
Q O

(D O
66 ((4

O Q
O Q

(D cD
Vd VV

~o

(D
(D
(D

CI

CI

CI
CI

(A

CI

~o

C)
CI

CI
CI
CI

CI
O
CI
VL

CI
CI
O

Q N
QO 0

(0

e
CL

O Ql

(0 (0

C0
(0

CI

CI

o&
CI
IA

«0

IA

4&

«4

CI
CV

go0
CI
CI
CI

CI
CI
Q
Cf&

CI
CI
CI

CI
CI

(A

O td
Q C
O 0

m
00

O.

C OOO (DQoo m
(D
Q V(

O C0(0
m

dl

dl
12
M
dl

~o0
CI
IA

T
T

CI
C4

IFJ

~o0
CI
CI
CI

CI
CI
CI

CI
CI
CI
4(d

CI
O

Q V4
Q C
O 0

m
0(

Ql
O.

O0 o
O

(DOI O

VI

0 0
(0

0
VI
I
l($0.
E0
O
e

V

I
Q

Q

0
0D

N0a0
O.

0 e
Nc m
4l0

E c
~4,

'

3
m

O QD0 Q
!L (00

0
CL

Q
m

O

«0
QI

m

4Q

dl
CL

I-
C
dl
E
dl
dl
I-

C0
Q

(0

«0 4~
N
N

O (0
O

OOOOOooo
OOOO

~o0
CI
CI
CI

(D
Q
CI

CI
CI
CI
CI
IA
Vd

CI
CI
CI

Vd

O O
O O
O Q
O O
IA tA

Vd

0 Ql
Q N
O
IA

60 I
O

Q O
O O
O O
Q IA

Ifk Vd

Q O
O O
O O
O O
IA tAte

OJD (0
Q Q

oemo VI V
(0

66

V V V V
(0 (0 (0 m
(D Q dl Q

V V
ld (0
ID Q

d(0
(0

dl

Ql
Q

LL

E00
C
C

Q
0
Z
(0
(D

LL

I
(D

dl

IA n
V «It

(D QI
Ql (D

LL LL

m ID (0 IDI- I- I- I-

dl ID

(D
(4

0l Q
0l Ql

LI LLa
tD mI- I-

E
E0
O

OOOOOooo
OOOO
60 60 60 60

C N
Q
a
CL
(0

E OI
Q C
N V
(0 a

(DI V4
ID

(0 V'a
(D (0
N

(A

V
(0
Ql

ID

(0

«T

C0
id
O(
C!
CI
IA
«d

«I

8

(0
ID
«0
(0
N

(D

(0

E
E

E
(0

(D'O

D
C
(D

td

(D

(0

0
QI
N
(0
(D

N

O
m
OI
CI
CI
IA
«4

I
(D)0
QI
O(
td
N

QI

(0

dl

(0

O
D
13
QI

«L

td
to

dl

O
«L
E
N
C
8
E
QI

0

C
D

5
D.
D.

S

C

I=
0
d(

N
VI

QI

(D
«0
(0
N

C
D
'O
dl
to
td

'O
(D
O(
(0

V
(D

e
dl
N

O
td
OI
E

'O
e
N

C0
(0
«6

I=
e

«0
C
E
I-
O(
QI

(D

td

C
D
«L
E
N
C
V
O

m
'O
ID

A
Q
A

to

N

O
QI
V

(0
QI
OI
td
N

QI

td

E
E
C
E
QI

td
QI

C
E
QI

QI

2
N
QI

0
Q
td
D
D.0t
O
(L
Z

l-W

-I-0..
X
LtJ

Z

o

Z

< _

8_o_

Eo

¢/)

_Y

k-

O.l ¢.,)

m

I'-

= _o o _
o_

'-10

Z

e-

o NN N N N

E_

O

d_ d d d

i,-

e_
a.O

0 0 0 0 0 0

=__.

¢/)

•-- _01_0- _

_ o=,

g

n-

I-

no
-r

g NoN N N

O

c_e_ o d d

a.__

0 0
I--

_ o_° o oo o

'o ::_

o_

O "_

_oo o .

_._o_ o_o= _,_ o_
_ (_0 0 0 0 0 0

'._ _ ,0 _ _ _o, o_

II1

oo_

I- o c O.

N as

o

g g

_._ _
O

ooooo
ooooo

i i ,

_. ddddd • _ m _
o_ooo_ E_

xc_N_
oc_ m

o_-' - _ o
v A •

li ° ii °
_._ _

o

g

o

8

o_

_ g g

_ _-°

N g ._-

o

_ § _.
o

e-4 o3



THE OFFICE OF REGULATORY STAFF

DIRECT TESTIMONY AND EXHIBITS

OF

SHARON G. SCOTT

~~@GUl,g
Q~

I Ii

Q
f
i

~, l '
G~ ~+

@Cia

DOCKET NQ. 2005-34-W/S

Application of Haig Point Utility
Company, Inc. for Approval of an

Adjustment in Rates and Charges for
Water and Sewer Services

THE OFFICE OF REGULATORY STAFF

DIRECT TESTIMONY AND EXHIBITS

OF

SHARON G. SCOTT

DOCKET NO. 2005-34-W/S

Application of Haig Point Utility
Company, Inc. for Approval of an

Adjustment in Rates and Charges for
Water and Sewer Services



Testimony of Sharon G Scott Docket No 2005-34-W/S Haig Point Utility Company, Inc

Page I

TESTIMONY OF SHARON G. SCOTT

FOR

THK OFFICE OF REGULATORY STAFF

DOCKET NO. 2005-34-W/S

IN RE: HAIG POINT UTILITY COMPANY, INC.

8 Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND OCCUPATION.

9 A. My name is Sharon G. Scott. My business address is 1441 Main Street, Suite 300,

10 Columbia, South Carolina, 29201. I am employed by the Office of Regulatory Staff

as an Auditor.

12 Q. PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND YOUR

13 BUSINESS EXPERIENCE.

14 A. I received a B.S. Degree in Business Administration, with a major in Accounting

15

16

17

18

20

f'rom the University of South Carolina in May 1983 and a MBA degree from Webster

University in May 2000. I was employed by the South Carolina Public Service

Commission in July 1983 and have participated in cases involving gas, electric,

telephone, water and wastewater utilities. I have 22 years of experience auditing

utility companies. In January 2005, I began my employment with the Office of

Regulatory Staff (ORS).

21 Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY INVOLVING HAIG

22 POINT UTILITY COMPANY, INC. ?
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TESTIMONY OF SHARON G. SCOTT

FOR

THE OFFICE OF REGULATORY STAFF

DOCKET NO. 2005-34-W/S

IN RE: HAIG POINT UTILITY COMPANY, INC.

Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND OCCUPATION.

A. My name is Sharon G. Scott. My business address is 1441 Main Street, Suite 300,

Columbia, South Carolina, 29201. I am employed by the Office of Regulatory Staff

as an Auditor.

Q. PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND YOUR

BUSINESS EXPERIENCE.

A. I received a B.S. Degree in Business Administration, with a major in Accounting

from the University of South Carolina in May 1983 and a MBA degree from Webster

University in May 2000. I was employed by the South Carolina Public Service

Commission in July 1983 and have participated in cases involving gas, electric,

telephone, water and wastewater utilities. I have 22 years of experience auditing

utility companies. In January 2005, I began my employment with the Office of

Regulatory Staff (ORS).

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY INVOLVING HAIG

POINT UTILITY COMPANY, INC.?
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1 A. The purpose of my testimony is to set forth my findings and recommendations

resulting from ORS's review of the application of Haig Point Utility Company, Inc.

("HPUC" or "the Company" ) in this docket.

4 Q. IS YOUR REPORT BASED ON THE COMPLETE SYSTEM

METHODOLOGY?

6 A. Yes. ORS did an evaluation and comparison of the complete system method and the

10

13

14

traditional method of ratemaking. ORS found the complete system method to be a

fair and equitable method to allocate cost to the present customers of this system

where the development of the property has extended to nearly over 20 years. The

Company projects that the system will be fully developed in the year 2024. For

information and comparative purposes, ORS has provided Audit Exhibit SGS-11,

Operating Experience, Rate Base, Rates of Return and Other Exhibits —Present

Customers, which sets forth accounting and pro forma adjustments under traditional

ratemaking methodology accepted by the Commission. ORS provides this exhibit as

a comparison by which to consider the fairness of the complete system method.

16 Q. PLEASE IDENTIFY THE EXHIBITS ATTACHED TO YOUR PREFILED

17 TESTIMONY.

18 A. I have attached ORS's Audit Report related to HPUC's Application for a Rate

19

20

Increase, Docket No. 2005-.34-W/S. The contents of the Audit Report were either

prepared by me or were prepared under my direction and supervision in compliance

with recognized accounting and regulatory procedures for Water and Wastewater

utility rate cases.
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A. The purpose of my testimony is to set forth my findings and recommendations

resulting from ORS's review of the application of Haig Point Utility Company, Inc.

("HPUC" or "the Company") in this docket.

Q. IS YOUR REPORT BASED ON THE COMPLETE SYSTEM

METHODOLOGY?

A. Yes. ORS did an evaluation and comparison of the complete system method and the

traditional method of ratemaking. ORS found the complete system method to be a

fair' and equitable method to allocate cost to the present customer's of this system

where the development of the property has extended to nearly over 20 years. The

Company projects that the system will be fully developed in the year 2024. For

information and comparative purposes, ORS has provided Audit Exhibit SGS-11,

Operating Experience, Rate Base, Rates of Return and Other Exhibits - Present

Customers, which sets forth accounting and pro forma adjustments under' traditional

ratemaking methodology accepted by the Commission. ORS provides this exhibit as

a comparison by which to consider the fairness of the complete system method.

Q. PLEASE IDENTIFY THE EXHIBITS ATTACHED TO YOUR PREFILED

TESTIMONY.

A. I have attached ORS's Audit Report related to HPUC's Application for a Rate

Increase, Docket No. 2005-34-W/S. The contents of the Audit Report were either

prepared by me or were prepared under my direction and supervision in compliance

with recognized accounting and regulatory procedures for Water and Wastewater

utility rate cases.
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1 Q. PLEASE EXPLAIN THE CONTENTS OF THK AUDIT REPORT.

2 A. As outlined in the Index of the Audit Report, pages 1-5 contain the analysis of HPUC

and its application. The remaining pages consist of exhibits which were prepared to

show various aspects of HPUC's operations and financial position for per book and

complete system operations. The majority of my testimony will refer to Audit Exhibit

SGS-1 - Operating Experience, Rate Base and Rates of Return —Combined

Operations as shown on page 6 of the Audit Report.

8 Q. PLEASE DESCRIBE THK FORMAT OF AUDIT EXHIBIT SGS-1.

9 A. Column (1) shows per book balances for HPUC as of June 30, 2004. I verified the

10

12

13

14

15

16

per book balances to the books and records of HPUC.

Column (2) shows my accounting and pro forma adjustments designed to normalize

HPUC's per book operations and show the effects of the complete system operations.

Column (3) shows my computation of HPUC's normalized test year and complete

system operations prior to implementing the proposed increase.

Column (4) shows the adjustments for the requested rate increase and ORS's

adjustments associated with the additional revenues for a complete system number of

17 customers.

19

20

Column (5) shows our computation of the normalized test year after accounting and

pro forma adjustments, the requested rate increase and associated adjustments for the

complete system number of customers.
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PLEASE EXPLAIN THE CONTENTS OF THE AUDIT REPORT.

As outlined in the Index of the Audit Report, pages 1-5 contain the analysis of HPUC

and its application. The remaining pages consist of exhibits which were prepared to

show various aspects of HPUC's operations and financial position for' per book and

complete system operations. The majority of my testimony will refer to Audit Exhibit

SGS-1 Operating Experience, Rate Base and Rates of Return - Combined

Operations as shown on page 6 of the Audit Report.

PLEASE DESCRIBE THE FORMAT OF AUDIT EXHIBIT SGS-1.

Column (1) shows per book balances for HPUC as of June 30, 2004. I verified the

per book balances to the books and records of HPUC.

Column (2) shows my accounting and pro forma adjustments designed to normalize

HPUC's per book operations and show the effects of the complete system operations.

Column (3) shows my computation of HPUC's normalized test year and complete

system operations prior to implementing the proposed increase.

Column (4) shows the adjustments for the requested rate increase and ORS's

adjustments associated with the additional revenues for a complete system number of

customer's.

Column (5) shows our computation of the normalized test year after accounting and

pro forma adjustments, the requested rate increase and associated adjustments for the

complete system number of customers.
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1 Q. PLEASE ELABORATE ON THE CALCULATIONS IN AUDIT EXHIBIT

SGS-1 — OPERATING EXPERIENCE, RATE BASE AND RATES OF

RETURN - COMBINED.

4 A. Column (1) shows the per books operating experience of HPUC. We computed Net

10

12

13

14

15

16

17

18

20

21

22

Income for Return of ($46,106) based on Total Operating Revenues of $228,256 less

Total Operating Expenses of $274,362. Per Book Total Rate Base amounted to

$4,900,714. We computed the per book rate of return of (0.94%) using Net

Operating Income of ($46,106) and Total Rate Base of $4,900,714.

In Column (2) oru accounting and pro forma adjustments are presented to normalize

HPUC's test year operations and reflect the projections for a complete system. A

description of each adjustment is contained in Audit Exhibit SGS- 4.

Column (3) is the sum of Columns (1) and (2) and reflects the As Adjusted figtnes

for the complete system. The accounting and pro forma adjustments produced Net

Income for Return of ($38,002) and Total As Adjusted Rate Base of $1,522,294,

resulting in a Rate of Rettun on Rate Base of (2.50%).

Column (4) shows the effect of the proposed increase as requested by HPUC using

the total number of customers when the system is fully completed and the proposed

rates. These adjustments are detailed in Audit Exhibit SGS - 4.

Column (5) shows per book operations, adjusted for accounting and pro forma

adjustments and the requested increase for the complete system. Using Total

Operating Revenues of $991,684 less Total Operating Expenses of $661,205, I

computed Net Income for Return of $330,479. Net Income for Return of $330,479
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PLEASE ELABORATE ON THE CALCULATIONS IN AUDIT EXHIBIT

SGS-1 - OPERATING EXPERIENCE, RATE BASE AND RATES OF

RETURN - COMBINED.

Column (1) shows the per books operating experience of HPUC. We computed Net

Income for Return of ($46,106) based on Total Operating Revenues of $228,256 less

Total Operating Expenses of $274,362. Per Book Total Rate Base amounted to

$4,900,714. We computed the per book rate of return of (0.94%) using Net

Operating Income of ($46,106) and Total Rate Base of $4,900,714.

In Column (2) our accounting and pro forma adjustments are presented to normalize

HPUC's test year operations and reflect the projections for a complete system. A

description of each adjustment is contained in Audit Exhibit SGS- 4.

Column (3) is the sum of Columns (1) and (2) and reflects the As Adjusted figures

for the complete system. The accounting and pro forma adjustments produced Net

Income for Return of ($38,002) and Total As Adjusted Rate Base of $1,522,294,

resulting in a Rate of Return on Rate Base of (2.50%).

Column (4) shows the effect of the proposed increase as requested by HPUC using

the total number of customer's when the system is fully completed and the proposed

rates. These adjustments are detailed in Audit Exhibit SGS - 4.

shows per book operations, adjusted for accounting and pro formaColumn (5)

adjustments and the requested increase for the complete system. Using Total

Revenues of $991,684 less Total Operating Expenses of $661,205, IOperating

computed Net Income for' Return of $330,479. Net Income for Return of $330,479
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divided by Total Rate Base of $1,522,294 produced a Rate of Return on Rate Base of

21.71%.

3 Q. PLEASE EXPLAIN THE ADJUSTMENTS IN AUDIT EXHIBIT SGS - 4.

4 A. The adjustments are as follows:

Ad'ustment No. 1 Service Revenue —ORS and HPUC propose to adjust revenues

10

12

13

14

using the complete system number of customers and present rates. The As Adjusted

Service Revenues totaled $445,051 less the per book amount of $146,120, for an

adjustment of $298,931 (water —$180,376 and sewer —$118,555).

Ad'ustment No. 2 —Availabilit Fees —ORS and HPUC propose to eliminate

Availability Fees as Operating Revenues for the Complete System. Since the

complete system methodology assumes that all customers will be on the system, the

availability fees would no longer be collected. However, as the application of the

complete system method is being proposed currently, ORS proposes to remove the

Accumulated Availability Fees through the end of the test year &om Rate Base.

15 Ad'ustment No. 3 - Allocation Ad'ustment —ORS proposes to adjust salaries to

16

17

20

22

correct the per book amounts to reflect the 60/40 split of direct wages for the water

and wastewater treatment operations between HPUC and Melrose Utility Company,

Inc. and to show the correct salary amount for the water operations. The employees

who work on the utility systems for Daufuskie Island are employed by HPUC. The

wages are then allocated based on direct hours for each system. For sewer, the

expenses were booked correctly, but the expense, as shown on the application, was

allocated using a composite rate which overstated the salaries. In addition, for water,

THE OFFICE OF REGULATORY STAFF
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divided by Total Rate Base of $1,522,294 produced a Rate of Return on Rate Base of

21.71%.

PLEASE EXPLAIN THE ADJUSTMENTS IN AUDIT EXHIBIT SGS - 4.

The adjustments are as follows:

Adiustment No. 1 Service Revenue - ORS and HPUC propose to adjust revenues

using the complete system number of customers and present rates. The As Adjusted

Service Revenues totaled $445,051 less the per book amount of $146,120, for an

adjustment of $298,931 (water'- $180,376 and sewer - $118,555).

Adjustment No. 2 - Availability Fees - ORS and HPUC propose to eliminate

Availability Fees as Operating Revenues for' the Complete System. Since the

complete system methodology assumes that all customers will be on the system, the

availability fees would no longer' be collected. However', as the application of the

complete system method is being proposed currently, ORS proposes to remove the

Accumulated Availability Fees through the end of the test year fxom Rate Base.

Adjustment No. 3 - Allocation Adiustment - ORS proposes to adjust salaries to

correct the per book amounts to reflect the 60/40 split of direct wages for the water

and wastewater treatment operations between HPUC and Melrose Utility Company,

Inc. and to show the correct salar_y amount for the water operations. The employees

who work on the utility systems for Daufuskie Island are employed by HPUC. The

wages are then allocated based on direct hours for each system. For sewer, the

expenses were booked correctly, but the expense, as shown on the application, was

allocated using a composite rate which overstated the salaries. In addition, for water,
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HPUC did not show the proper amount for water salaries in the application and

booked benefits that should have been allocated to Melrose Utilities. ORS's

adjustment reduces the total salaries by ($14,248).

Ad ustment No. 4 —Allocation of Other Ex enses —ORS proposes to correct the

application amounts for operating expenses to reflect the 60/40 allocation of

expenses between HPUC and Melrose Utility Company, Inc. ORS proposes an

increase in sewer expenses of $4,307.

Ad ustment No. 5 —Sala Ex ense —Com lete S stem —HPUC and ORS propose

10

13

14

15

17

18

to increase the level of wages for the current 2 employees of $63,476 to reflect the

wages of 6 employees projected to be required for the operation of the complete

system. The additional employees are necessary to operate and provide maintenance

for the elevated water storage tank, new groundwater well, increased reading of

meters, and increased maintenance on the water and sewer systems for a f'ull

compliment of customers. The adjustment is for HPUC's portion of wages for those

six employees necessary to maintain its water and sewer operations. ORS proposes

an adjustment of $112,704 using adjusted wages of $63,476 X,3 = $190,428 less the

per book amount of $77,724. HPUC proposes an adjustment of $155,449 based on

wages as filed in the application.

19 Ad'ustment No. 6 —Re airs k, Maintenance —ORS and HPUC propose to increase

20 repair and maintenance costs for the water system associated with the new elevated

water storage tank and new groundwater well. The test year expenses of $47,990 are

adjusted using a factor of 1.645, resulting in the expense of $78,945 for the complete

THE OFFICE OF REGULATORY STAFF
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HPUC did not show the proper amount for water salaries in the application and

booked benefits that should have been allocated to Melrose Utilities. ORS's

adjustment reduces the total salaries by ($14,248).

Adjustment No. 4 - Allocation of Other Expenses - ORS proposes to correct the

application amounts for' operating expenses to reflect the 60/40 allocation of

expenses between I-IPUC and Melrose Utility Company, Inc. ORS proposes an

increase in sewer expenses of $4,307.

Adjustment No. 5 - Salary Expense - Complete System - HPUC and ORS propose

to increase the level of wages for the current 2 employees of $63,476 to reflect the

wages of 6 employees projected to be required for the operation of the complete

system. The additional employees are necessary to operate and provide maintenance

for the elevated water storage tank, new groundwater well, increased reading of

meters, and increased maintenance on the water and sewer systems for a full

compliment of customers. The adjustment is for HPUC's portion of wages for those

six employees necessary to maintain its water and sewer operations. ORS proposes

an adjustment of $112,704 using adjusted wages of $63,476 X 3 = $190,428 less the

per book amount of $77,724. HPUC proposes an adjustment of $155,449 based on

wages as filed in the application.

Adiustment No. 6 - Repairs & Maintenance- ORS and HPUC propose to increase

repair and maintenance costs for the water system associated with the new elevated

water storage tank and new groundwater well. The test year expenses of $47,990 are

adjusted using a factor of 1.645, resulting in the expense of $78,945 for the complete
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system costs. The factor represents the increase from the present level for water

plant of $1,731,215 to the complete system amount for plant of $2,847,910. The

total adjustment is $30,955 ($78,945 less $47,990).

Ad ustments No. 7 - 0 eratin Su 1 Costs —ORS and HPUC propose to increase

10

the payment to American Water Works Association for certification manuals needed

for new operators due to the increase in number of employees. The total adjustment

is computed using the per book amount adjusted by a factor of 2.536. The factor is

based on the projected increase in the system flow from the present amount to the

complete system amount. The factor was verified by ORS's Water and Wastewater

specialist Dawn Hipp, The total adjustment is $152 ($251 less $99).

Ad'ustment No. 8 —Office E ui ment Rental

13

16

17

18

ORS and HPUC propose to increase the cost for rental of equipment used to

maintain the lines for the complete system. The per book amount of $490 is

adjusted using a factor of 3.754 for total complete system expenses of $1,839.

The factor is based on the increased number of customers for the complete system.

The factor was verified by ORS's Water and Wastewater specialist Dawn Hipp. The

water adjustment is $1,349 ($1,839 less $490).

Ad'ustment No. 9 —Power Costs

19

20

21

22

ORS and HPUC propose to increase power costs to reflect the expected cost of

power to operate the complete system. Per book water costs of $19,419 were

adjusted using a factor of 2.536 for total complete system expense of $49,245. The

adjustment is $29,826 ($49,245 less $19,419). The reallocated per book sewer power--

THE OFFICE OF REGULATORY STAFF
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system costs. The factor' represents the increase from the present level for water

plant of $1,731,215 to the complete system amount for' plant of $2,847,910. The

total adjustment is $30,955 ($78,945 less $47,990).

Adjustments No. 7 - Operating Supply Costs -- ORS and HPUC propose to increase

the payment to American Water Works Association for certification manuals needed

for' new operators due to the increase in number of employees. The total adjustment

is computed using the per book amount adjusted by a factor of 2.536. The factor is

based on the projected increase in the system flow from the present amount to the

complete system amount. The factor was verified by ORS's Water' and Wastewater

specialist Dawn Hipp. The total adjustment is $152 ($251 less $99).

Adiustment No. 8 - Office Equipment Rental

ORS and HPUC propose to increase the cost for rental of equipment used to

maintain the lines for the complete system. The per book amount of $490 is

adjusted using a factor of 3.754 for total complete system expenses of $1,839.

The factor is based on the increased number of customers for the complete system.

The factor was verified by ORS's Water and Wastewater specialist Dawn Hipp. The

water adjustment is $1,349 ($1,839 less $490).

Adiustment No. 9 - Power Costs

ORS and HPUC propose to increase power costs to reflect the expected cost of

power to operate the complete system. Per book water costs of $19,419 were

adjusted using a factor of 2.536 for total complete system expense of $49,245. The

adjustment is $29,826 ($49,245 less $19,419). The realtocated per book sewer power
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costs of $9,422 were adjusted using a factor of 3.286 for the total complete system

expense of $30,961. The adjustment was $21,539 ($30,961 less $9,422). The ORS

combined operations adjustment to power costs totaled $51,365. The factor was

verified by ORS's Water and Wastewater specialist Dawn Hipp.

O' « . —C

ORS proposes to remove expenses for installing taps. These expenses are capital

expenditures and should be booked in plant accounts. The total adjustment reduced

expenses by ($3,781).

Ad ustment No. 11 —Bad Debt Ex ense

10

12

13

14

15

16

17

18

20

ORS and HPUC propose to adjust bad debt expense to reflect 2.0% of complete

system revenue for present customers. ORS water and wastewater specialist Dawn

Hipp reviewed billing records and verified that the 2.0% uncollectible factor was

reasonable. The total adjustment was a reduction of ($18,711).

Ad'ustment No. 12 —Rate Case Ex enses - ORS and HPUC propose to adjust for

rate case expenses. HPUC's adjustment included estimated total rate case expenses

of $80,000, amortized over four years, which amounted to a total adjustment of

$20,000. ORS adjusted for actual to date expenses for which HPUC provided

supporting invoices. These expenses included Legal and Consulting Fees which

totaled $41,385. HPUC has not had a rate adjustment since the approval of its initial

rate filing in 1988 and therefore ORS had no history to determine an amortization

period. ORS proposes to amortize the rate case expenses over a five-year period, a
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costs of $9,422 were adjusted using a factor of 3.286 for the total complete system

expense of $30,961. The adjustment was $21,539 ($30,961 less $9,422). The ORS

combined operations adjustment to power costs totaled $51,365. The factor was

verified by ORS's Water and Wastewater specialist Dawn Hipp.

Adiustment No. 10 - Costs Associated with Taps

ORS proposes to remove expenses for installing taps. These expenses are capital

expenditures and should be booked in plant accounts. The total adjustment reduced

expenses by ($3,781).

Adjustment No. 11 - Bad Debt Expense

ORS and HPUC propose to adjust bad debt expense to reflect 2.0% of complete

system revenue for present customers. ORS water and wastewater specialist Dawn

Hipp reviewed billing records and verified that the 2.0% uncollectible factor was

reasonable. The total adjustment was a reduction of($18,711).

Adiustment No. 12 - Rate Case Expenses - ORS and HPUC propose to adjust for

rate case expenses. HPUC's adjustment included estimated total rate case expenses

of $80,000, amortized over' four years, which amounted to a total adjustment of

$20,000. ORS adjusted for actual to date expenses for' which HPUC provided

supporting invoices. These expenses included Legal and Consulting Fees which

totaled $41,385. ItPUC has not had a rate adjustment since the approval of its initial

rate filing in 1988 and therefore ORS had no history to determine an amortization

period. ORS proposes to amortize the rate case expenses over' a five-year period, a
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reasonable time period for recovery of these expenses. ORS's adjustment was for

$8,277 ($41,385 / 5 years).

Ad ustment No. 13 —Le al Ex enses —ORS proposes to remove legal expenses not

related to the utility company. The adjustment removed ($12,590) from expenses.

Ad ustment No. 14 —De reciation Ex ense —ORS and HPUC propose to reflect the

annual depreciation expense for the complete system plant in service. HPUC used a

service life of 50 years for the water and sewer mains and tanks, and 32 years for the

wastewater treatment plant for total depreciation expense for the complete system of

$101,745 less the per book amount of $30,296. HPUC's resulting adjustment was

$85,001 ($44,113 for water and $40,888 for sewer). ORS also proposes to reflect

depreciation expense for the complete system plant in service. ORS used

depreciation service life of 50 years for water and sewer mains and tank, and 32

years for the Water k Wastewater treatment plant. In addition ORS included the

proportionate share of a vehicle shared by another utility on the island and included

wastewater treatment plant upgrades completed in October 2004. ORS's total

annualized depreciation expense for the complete system was $101,745 ($57,008 for

water and $44,737 for sewer). ORS reduced depreciation expense for the

amortization of Contributions in Aid of Construction (CIAC). These funds are

customer supplied funds used for plant expenditures and therefore the depreciation

expenses should be reduced by the amortization of CIAC. ORS's net depreciation

expense was $45,535 with the resulting adjustment of $15,239 ($45,535 less the per

THE OFFICE OF REGULATORY STAFF
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reasonable time period for recovery of these expenses. ORS's adjustment was for

$8,277 ($41,385 / 5 years).

Adjustment No. 13 - Legal Expenses - ORS proposes to remove legal expenses not

related to the utility company. The adjustment removed ($12,590) from expenses.

Adjustment No. 14 - Depreciation Expense - ORS and HPUC propose to reflect the

annual depreciation expense for the complete system plant in service. HPUC used a

service life of 50 years for the water and sewer mains and tanks, and 32 years for the

wastewater treatment plant for total depreciation expense for the complete system of

$101,745 less the per' book amount of $30,296. HPUC's resulting adjustment was

$85,001 ($44,113 for' water and $40,888 for sewer). ORS also proposes to reflect

depreciation expense for the complete system plant in service. ORS used

depreciation service life of 50 years for water and sewer mains and tank, and 32

years for the Water & Wastewater treatment plant. In addition ORS included the

proportionate share of a vehicle shared by another utility on the island and included

wastewater treatment plant upgrades completed in October 2004. ORS's total

annualized depreciation expense for the complete system was $101,745 ($57,008 for

water' and $44,737 for sewer). ORS reduced depreciation expense for the

amortization of Contributions in Aid of Construction (CIAC). These funds are

customer supplied funds used for plant expenditures and therefore the depreciation

expenses should be reduced by the amortization of CIAC. ORS's net depreciation

expense was $45,535 with the resulting adjustment of $15,239 ($45,535 less the per
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book amount of $30,296). See Audit Exhibit SGS-5 for the detailed computation of

Depreciation Expense.

Ad'ustment No. 15 —Gross Recei ts Taxes —HPUC and ORS propose to reflect the

gross receipts taxes for the as adjusted revenue for the complete system. HPUC used

a factor of 1.12528% for a total adjustment of $5,008. ORS used the most recent

gross receipts factor of 0.83772% for a total adjustment of $3,728.d% 6 — * — Uc e r

10

1.0% of pro forma plant costs for a total adjustment of $54,759. ORS proposes to

adjust for taxes actually paid to Beaufort County for real property for HPUC. ORS

proposes a total adjustment of $603.

Ad ustment No. 17 —Pa oil Taxes - HPUC and ORS propose to adjust for payroll

12

13

14

taxes for the complete system number of employees. HPUC proposes a total

adjustment of $17,838 using total wages of $233,173 at 7.65%. ORS proposes a total

adjustment of $14,567 using total wages of $190,431 at 7.65%.

15 Ad ustment No. 18 —Income Taxes —ORS and HPUC propose to adjust for state and

16

17

18

20

22

federal income taxes on as adjusted taxable income. ORS used the state tax rate of

5% and the federal income tax graduated rates to compute as adjusted taxes of $-0-,

resulting in an adjustment of $14,775. HPUC used a state tax rate of 4,066% and

composite rates of22.178% for water and 32.474% for sewer.

A~d'ustment No. 19 —Gross Plant in Service —ORS and HPUC propose to adjust

plant in service for the elevated water storage tank and new groundwater well. In

addition, ORS proposes to include a proportionate share of a truck used by HPUC,
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book amount of $30,296). See Audit Exhibit SGS-5 for the detailed computation of

Depreciation Expense.

Adiustment No. 15 - Gross Receipts Taxes - HPUC and ORS propose to reflect the

gross receipts taxes for the as adjusted revenue for the complete system. HPUC used

a factor of 1.12528% for a total adjustment of $5,008. ORS used the most recent

gross receipts factor of 0.83772% for a total adjustment of $3,728.

Adjustment No. 16 - Property Taxes -- HPUC proposes to adjust property taxes for

1.0% of pro forma plant costs for a total adjustment of $54,759. ORS proposes to

adjust for taxes actually paid to Beaufort County for real property for HPUC. ORS

proposes a total adjustment of $603.

Adjustment No. 17 - Payroll Taxes - ttPUC and ORS propose to adjust for payroll

taxes for the complete system number of employees. HPUC proposes a total

adjustment of $17,838 using total wages of $233,173 at 7.65%. ORS proposes a total

adjustment of $14,567 using total wages of $190,431 at 7.65%.

Adjustment No. 18 - Income Taxes -- ORS and HPUC propose to adjust for' state and

federal income taxes on as adjusted taxable income. ORS used the state tax rate of

5% and the federal income tax graduated rates to compute as adjusted taxes of $-0-,

resulting in an adjustment of $14,775. HPUC used a state tax rate of 4.066% and

composite rates of 22.178% for water and 32.474% for sewer.

Adjustment No. 19 - Gross Plant in Service - ORS and HPUC propose to adjust

plant in service for the elevated water storage tank and new groundwater well. In

addition, ORS proposes to include a proportionate share of a truck used by HPUC,
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wastewater treatment upgrades completed in October 2004, and expenses associated

with taps for a total adjustment of $1,167,853. HPUC proposes an adjustment of

$1,116,695.

Ad ustment No. 20 —Accumulated De reciation —ORS and HPUC propose to adjust

10

12

13

accumulated depreciation based on the system utilization percentages. The

utilization percentages are based on each year's total Equivalent Residential

Customers divided by the total Equivalent Residential Customers at complete system

build-out. Therefore accumulated depreciation at complete system build-out reflects

the actual level of customer usage over the years. HPUC proposes total complete

system accumulated depreciation of $1,770,980 for an adjustment of $1,530,898

($1,770,980 less $240,082 per books). ORS proposes total complete system

accumulated depreciation of $1,942,407 for an adjustment of $1,702,325.

($1,942,407 less $240,082).

14 Ad'ustment No. 21 —Construction Work In Pro ess —ORS and HPUC propose to

15

16

17

20

remove completed projects for the new groundwater well and elevated water storage

tank from construction work in progress and book to plant in service since these

projects are essentially completed. The total adjustment amounted to ($1,116,695).

Ad'ustment No. 22 —Contributions in Aid of Construction CIAC} - ORS and HPUC

propose to adjust CIAC to reflect the complete system number of customers. HPUC

proposes to include total CIAC of $1,715,000, resulting in an adjustment of

($1,251,000) ($1,715,000 — $464,000 per books). ORS proposes to also include

THE OFFICE OF REGULATORY STAFF
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wastewater treatment upgrades completed in October 2004, and expenses associated

with taps for a total adjustment of $1,167,853. HPUC proposes an adjustment of

$1,116,695.

Adjustment No. 20 - Accumulated Depreciation - ORS and HPUC propose to adjust

accumulated depreciation based on the system utilization percentages. The

utilization percentages are based on each year's total Equivalent Residential

Customers divided by the total Equivalent Residential Customers at complete system

build-out. Therefore accumulated depreciation at complete system build-out reflects

the actual level of customer usage over the years. HPUC proposes total complete

system accumulated depreciation of $1,770,980 for an adjustment of $1,530,898

($1,770,980 less $240,082 per books). ORS proposes total complete system

accumulated depreciation of $1,942,407 for an adjustment of $1,702,325.

($1,942,407 less $240,082).

Adjustment No. 21 - Construction Work In Progress - ORS and HPUC propose to

remove completed projects for the new groundwater well and elevated water storage

tank from construction work in progress and book to plant in service since these

projects are essentially completed. The total adjustment amounted to ($1,116,695).

Adjustment No. 22 - Contributions in Aid of Construction (CIAC) - ORS and HPUC

propose to adjust CIAC to reflect the complete system number of customers. HPUC

proposes to include total CIAC of $1,715,000, resulting in an adjustment of

($1,251,000) ($1,715,000 - $464,000 per books). ORS proposes to also include
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cumulative availability fees of ($1,095,480) through the end of the test year for a

total adjustment of ($2,346,480).

Ad ustment No. 23 —Amortization of Contributions in Aid of Construction CIAC}—

ORS and HPUC propose to adjust the amortization of CIAC to reflect the complete

system number of customers. HPUC proposes total amortization of $492,980,

resulting in an adjustment of $410,240 ($492,980 - $82,740 per books). ORS

proposes to also include the amortization for availability fees of $171,360 for a total

adjustment of $581,600.

Ad ustment No. 24 —Cash Workin Ca ital —ORS and HPUC propose to adjust cash

10

13

14

15

17

working capital for the complete system level of customers based on a 1/5 working

capital factor. The factor is based on HPUC's billing and collection cycle. HPUC

bills the customers quarterly in arrears. The service is provided an average of 45

days prior to billing the customer for the service and it takes HPUC an average of 30

days before the customer's payment is received. The result is a 75-day lag period or

approximately 1/5 of a year. HPUC proposes an adjustment of $708 and ORS

proposes an adjustment of $37,627. The computation of Cash Working Capital is

shown on SGS —7.

Ad ustment No. 25 —Unamortized Balance —HPUC proposes to include the

19

20

22

remaining unamortized balance of $45,000 for rate case expenses in rate base. ORS

proposes to include the amortization of rate case expenses in operating expenses but

not allow the unamortized portion in rate base, resulting in a sharing of the expenses

between the customer and stockholder.
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cumulative availability fees of ($1,095,480) through the end of the test year' for a

total adjustment of ($2,346,480).

Adjustment No. 23 - Amortization of Contributions in Aid of Construction (CIAC) -

ORS and ItPUC propose to adjust the amortization of CIAC to reflect the complete

system number of customers. HPUC proposes total amortization of $492,980,

resulting in an adjustment of $410,240 ($492,980 - $82,740 per books). ORS

proposes to also include the amortization for' availability fees of $171,360 for a total

adjustment of $581,600.

Adiustment No. 24 - Cash Working Capital- ORS and HPUC propose to adjust cash

working capital for' the complete system level of customers based on a 1/5 working

capital factor. The factor is based on HPUC's billing and collection cycle. ItPUC

bills the customers quarterly in arrears. The service is provided an average of 45

days prior to billing the customer for the service and it takes HPUC an average of 30

days before the customer's payment is received. The result is a 75-day lag period or

approximately 1/5 of a year. HPUC proposes an adjustment of $708 and ORS

proposes an adjustment of $37,627.

shown on SGS - 7.

Adjustment No. 25 - Unamortized Balance

The computation of Cash Working Capital is

- HPUC proposes to include the

remaining unamortized balance of $45,000 for rate case expenses in rate base. ORS

proposes to include the amortization of rate case expenses in operating expenses but

not allow the unamorfized portion in rate base, resulting in a sharing of the expenses

between the customer and stockholder.
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Ad ustment No. 26 — eratin Revenues — Pro osed Increase - The

Water/Wastewater Department proposes to adjust the revenues to reflect the

proposed increase for the complete system. Dawn Hipp provided the revenue

adjustment for water and sewer operations using the complete system number of

customers and proposed rates. The Proposed Service Revenues computed by the

Water/Wastewater Department totaled $991,684 less the as adjusted revenue of

$445,051, for an adjustment of $546,63.3 (water - $176,946 and sewer —$369,687).

~ . » — 8 I — I —OSBUL

10

12

13

14

propose to adjust bad debt expense to reflect 2.0% of complete system revenue for

proposed customers at proposed rates. ORS water and wastewater specialist Dawn

Hipp verified that the factor was reasonable after her review of billing records.

ORS's total adjustment amounted to $10,933. HPUC's adjustment was for $10,936.

Ad ustment No. 28 —Gross Recei ts Taxes —Pro osed Increase — HPUC and ORS

propose to reflect the gross receipts taxes for the proposed revenue for the complete

system. HPUC used a factor of 1.12528% for a total adjustment of $6,151. ORS

16 used the most recent gross receipts factor of 0.83772% for a total adjustment of

17 $4,579.

18 Ad ustment No. 29 —Income Taxes —ORS and HPUC propose to adjust state and

19

20

21

22

federal income taxes on the proposed taxable income. ORS used the state tax rate of

5% and the federal income tax graduated rates to compute an income tax adjustment

of $162,640. HPUC used a state tax rate of 4.066% and composite rate of 18.133%

for water and 23.341% for sewer to compute total income taxes of $150,266.
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Adjustment No. 26 - Operating Revenues - Proposed Increase The

Water/Wastewater Department proposes to adjust the revenues to reflect the

proposed increase for' the complete system. Dawn Hipp provided the revenue

adjustment for water and sewer operations using the complete system number' of

customers and proposed rates. The Proposed Service Revenues computed by the

Water/Wastewater Department totaled $991,684 less the as adjusted revenue of

$445,051, for an adjustment of $546,633 (water - $176,946 and sewer - $369,687).

Adjustment No. 27 - Bad Debt Expense - Proposed Increase - ORS and HPUC

propose to adjust bad debt expense to reflect 2.0% of complete system revenue for'

proposed customers at proposed rates. ORS water and wastewater specialist Dawn

Hipp verified that the factor was reasonable after' her review of billing records.

ORS's total adjustment amounted to $10,933. ItPUC's adjustment was for $10,936.

Adjustment No. 28 - Gross Receipts Taxes - Proposed Increase - HPUC and ORS

propose to reflect the gross receipts taxes for the proposed revenue for the complete

system. HPUC used a factor of 1.12528% for a total adjustment of $6,151. ORS

used the most recent gross receipts factor' of 0.83772% for a total adjustment of

$4,579.

Adiustment No. 29 - Income Taxes - ORS and HPUC propose to adjust state and

federal income taxes on the proposed taxable income. ORS used the state tax rate of

5% and the federal income tax graduated rates to compute an income tax adjustment

of $162,640. HPUC used a state tax rate of 4.066% and composite rate of 18.133%

for water and 23.341% for sewer to compute total income taxes of $150,266.
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1 Q. PLEASE DESCRIBE THK REMAINING AUDIT EXHIBITS.

2 A. Audit Exhibit SGS-5 shows the Depreciation Expense Adjustment. Audit Exhibit

10

SGS-6 shows the Computation of Income Taxes. Audit Exhibit SGS-7 shows the

Cash Working Capital Allowance. Audit Exhibit SGS-8 shows the Return on

Common Equity. Audit Exhibit SGS-9 shows the Income Statement for the Test

Year Ended June 30, 2004. Audit Exhibit SGS-10 shows the Balance Sheet for the

Test Year Ended June 30, 2004. Audit Exhibit SGS-11, shows the Operating

Experience, Rate Base, Rates of Return and other exhibits, for comparison purposes,

for the traditional rate case method of accounting for revenue and expenses for the

present customers.

11 Q. DOES THIS CONCLUDE YOUR TESTIMONY?

12 A. Yes, it does.
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A.

Q.

A.

PLEASE DESCRIBE THE REMAINING AUDIT EXHIBITS.

Audit Exhibit SGS-5 shows the Depreciation Expense Adjustment. Audit Exhibit

SGS-6 shows the Computation of Income Taxes. Audit Exhibit SGS-7 shows the

Cash Working Capital Allowance. Audit Exhibit SGS-8 shows the Return on

Common Equity. Audit Exhibit SGS-9 shows the Income Statement for the Test

Year' Ended June 30, 2004. Audit Exhibit SGS-10 shows the Balance Sheet for the

Test Year Ended June 30, 2004. Audit Exhibit SGS-11, shows the Operating

Experience, Rate Base, Rates of Return and other exhibits, for comparison purposes,

for' the traditional rate case method of accounting for revenue and expenses for the

present customer's.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes, it does.
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SYNOPSIS

Cpm lete S stem

ount Requested - Water ———————————————Am

ewer' ————-————————S

Combined-

$176,946

-$369,687

-$546,633

Return on Rate Base:

Per Books —HPUC-

As Adjusted-

After Proposed Increase-

Combined

(0.94'/o)

( 2.50'/o)

21.71'/o

Water

0.08'/o

(16.32'/o)

10.68'/o

Sewer

(2.00'/o)

5.38'/o

27 99o/o

Return on Common E uit Combined Water Sewer

As Adjusted- (12.49/o) (40.13 /o) 3.25 /o

fter Proposed Increase —————————————A 35.92'/o 13.86/o 48.48 lo
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SYNOPSIS

Amount Requested -

Complete System

Water ............................................ $176,946

Sewer'- ............................................. $369,687

Combined ....................................... $546,633

Return on Rate Base:

Per Books - HPUC ......................................

As Adjusted .................................................

After Proposed Increase ....................................

Combined Water Sew er

(0.94%)

(2.50%)

21.71%

0.08%

(16.32%)

10.68%

(2.00%)

5.38%

27.99%

Return on Common Equity:

As Adjusted ................................................

After Proposed Increase ..................................

Combined

(12.49%)

35.92%

Water

(40.13%)

13.86%

Sewer

3.25%

48.48%
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ANALYSIS

ORS has performed a review of the Application of Haig Point Utility Company, Inc.

(hereinafter referred to as "HPUC") along with certain HPUC's accounting records, relative to its

application for authority to increase certain rates and charges in Docket No. 2005-34-W/S.

HPUC is a water and wastewater utility operating in the state of South Carolina. HPUC

furnishes both water and sewer service to residential and commercial customers on Daufuskie Island in

Beaufort County. HPUC's home office is located in Montvale, NJ. HPUC is a wholly-owned

subsidiary of International Paper Company.

ORS respectfully submits the results of its review as follows:

1. HPUC filed an application on February 24, 2005 for approval of rates and charges for

water and sewer services provided to its residential and commercial customers.

2. This matter is set for public hearing on Thursday, July 18, 2005 at 11:00am.

3. HPUC's application uses a test year ending June 30, 2004.

4. HPUC's rates were established in 1988, and HPUC has not had a rate filing since that

ORS's exhibits related to HPUC's proposed increase are as follows:

REPORT OF THE AUDIT DEPARTMENT

THE OFFICE OF REGULATORY STAFF

DOCKET NO. 2005-34-W/S

HAIG POINT UTILITY COMPANY, INC.

ANALYSIS

ORS has performed a review of the Application of Haig Point Utility Company, Inc.

(hereinafter referred to as "HPUC") along with certain HPUC's accounting records, relative to its

application for authority to increase certain rates and charges in Docket No. 2005-34-W/S.

HPUC is a water and wastewater utility operating in the state of South Carolina. HPUC

furnishes both water and sewer service to residential and commercial customer's on Daufuskie Island in

Beaufor_ County. HPUC's home office is located in Montvale, NJ. HPUC is a wholly-owned

subsidiary of International Paper Company.

ORS respectfully submits the results of its review as follows:

1. HPUC filed an application on February 24, 2005 for approval of rates and charges for

water and sewer services provided to its residential and commercial customers.

2. This matter is set for public hearing on Thursday, July 18, 2005 at 11:00 am.

3. HPUC's application uses a test year ending June 30, 2004.

4. HPUC's rates were established in 1988, and HPUC has not had a rate filing since that

time.

ORS's exhibits related to HPUC's proposed increase are as follows:



AUDIT EXHIBIT SGS-1: OPERATING EXPERIENCE RATE BASE AND RATES OF

RETURN-COMBINED

Shown in this exhibit is HPUC's Operating Experience, Rate Base, and Rates of Return for

combined operations for the test year ended June 30, 2004 for the complete system analysis. The

exhibit's format is designed to reflect per book information and applicable accounting and pro forma

adjustments necessary to correct or normalize the results of HPUC's test year operations and to show

the results of the complete system methodology.

ORS verified the per book balances to the books and records of HPUC. The book figures

reflect that Operating Revenues for HPUC totaled $228,256, Total Operating Expenses were $274,362

and Net Income for Return totaled ($46,106). HPUC's per book Rate Base was $4,900,714. As

shown in the application, HPUC computed a per book Rate of Return on Rate Base of -0.94'/0 using

Net Operating Income of ($46,106) and a rate base of $4,900,714, The net effect of the accounting and

pro forma adjustments produced Operating Revenues of $445,051, Net Income for Return of

($38,002), and a Total Rate Base of $1,522,294. Using the Net Income for Return and Total Rate

Base, ORS computed a Rate of Return on Rate Base of (2.50'/0) for as adjusted operations for the

complete system.

HPUC has requested an increase in rates which would produce additional gross annual

revenues for the Complete System of $546,633, comprised of a water increase of $176,946 and a

sewer increase of $369,687. ORS adjusted for bad debt expense, gross receipts taxes and income taxes

associated with the proposed increase for the complete system.

After the proposed increase, Total Operating Revenues were $991,684 and Net Income for

Retrun was $330,479. Total Rate Base after the proposed increase was $1,522,294. Using Net Income

for Return and Total Rate Base after the proposed increase, ORS computed a Rate of Return on Rate

AUDIT EXHIBIT SGS-I: OPERATING EXPERIENCE, RATE BASE, AND RATES OF

RETURN-COMBINED

Shown in this exhibit is HPUC's Operating Experience, Rate Base, and Rates of Return for

combined operations for the test year' ended June 30, 2004 for the complete system analysis. The

exhibit's format is designed to reflect per book information and applicable accounting and pro forma

adjustments necessary to correct or normalize the results of HPUC's test year operations and to show

the results of the complete system methodology.

ORS verified the per book balances to the books and records of HPUC. The book figures

reflect that Operating Revenues for HPUC totaled $228,256, Total Operating Expenses were $274,362

and Net Income for Return totaled ($46,106). HPUC's per book Rate Base was $4,900,714. As

shown in the application, HPUC computed a per book Rate of Return on Rate Base of -0.94% using

Net Operating Income of ($46,106) and a rate base of $4,900,714. The net effect of the accounting and

pro forma adjustments produced Operating Revenues of $445,051, Net Income for Return of

($38,002), and a Total Rate Base of $1,522,294. Using the Net Income for Return and Total Rate

Base, ORS computed a Rate of Return on Rate Base of (2.50%) for as adjusted operations for the

complete system.

HPUC has requested an increase in rates which would produce additional gross annual

revenues for the Complete System of $546,633, comprised of a water increase of $176,946 and a

sewer increase of $369,687. ORS adjusted for' bad debt expense, gross receipts taxes and income taxes

associated with the proposed increase for the complete system.

After the proposed increase, Total Operating Revenues were $991,684 and Net Income for

Return was $330,479. Total Rate Base after the proposed increase was $1,522,294. Using Net Income

for Return and Total Rate Base after the proposed increase, ORS computed a Rate of Return on Rate



Base of 21.71% for the Complete System.

AUDIT EXHIBIT SGS-2: OPERATING EXPERIENCE RATE BASE AND RATES OF

RETURN- WATER

Shown in this ORS exhibit is the Operating Experience, Rate Base, and Rate of Return for

HPUC's Water Operations for the complete system.

AUDIT EXHIBIT SGS-3: OPERATING EXPERIENCE RATE BASE AND RATES OF

RETURN-SEWER

Shown in this ORS exhibit is the Operating Experience, Rate Base, and Rate of Return for

HPUC's Sewer Operations for the complete system.

AUDIT EXHIBIT SGS-4: EXPLANATION OF ACCOUNTING AND PRO FORMA

AD JUSTMENTS- WATER SEWER AND COMBINED

Shown in this exhibit are the details of accounting and pro forma adjustments made to correct

or normalize HPUC's water and sewer operations and to reflect the proposed increase for the complete

system. For comparative purposes, ORS and HPUC's adjustments are both presented in this exhibit.

AUDIT EXHIBIT SGS-5: DEPRECIATION EXPENSE ADJUSTMENT

Shown in this exhibit are ORS's computation of the complete system Depreciation Expense

and the amortization of Contributions in Aid of Construction (CIAC) for the test year. The

Depreciation rate of 2.0% (50 years) was used for water and sewer mains, 3.125% (32 years) was used

for the wastewater treatment plant, and 16.66% (6 years) for vehicles. These rates were recommended

by ORS's Water/Wastewater Department.

AUDIT EXHIBIT SGS-6: COMPUTATION OF INCOME TAXES

Shown in this exhibit is ORS's computation of State and Federal Income Taxes based on

taxable income after accounting and pro forma adjustments and after the effect of the requested

Baseof 21.71%for theCompleteSystem.

AUDIT EXHIBIT SGS-2: OPERATING EXPERIENCE, RATE BASE AND RATES OF

RETURN- WATER

Shown in this ORS exhibit is the Operating Experience, Rate Base, and Rate of Return for

HPUC's Water' Operations for the complete system.

AUDIT EXHIBIT SGS-3: OPERATING EXPERIENCE, RATE BASE, AND RATES OF

RETURN-SEWER

Shown in this ORS exhibit is the Operating Experience, Rate Base, and Rate of Return for

HPUC's Sewer Operations for the complete system.

AUDIT EXHIBIT SGS-4: EXPLANATION OF ACCOUNTING AND PRO FORMA

ADJUSTMENTS- WATER, SEWER, AND COMBINED

Shown in this exhibit are the details of accounting and pro forma adjustments made to correct

or' normalize HPUC's water and sewer operations and to reflect the proposed increase for the complete

system. For' comparative purposes, ORS and HPUC's adjustments are both presented in this exhibit.

AUDIT EXHIBIT SGS-5: DEPRECIATION EXPENSE ADJUSTMENT

Shown in this exhibit are ORS's computation of the complete system Depreciation Expense

and the amortization of Contributions in Aid of Constraaction (CIAC) for the test year. The

Depreciation rate of 2.0% (50 year's) was used for water and sewer mains, 3.125% (32 years) was used

for the wastewater treatment plant, and 16.66% (6 years) for vehicles. These rates were recommended

by ORS's Water/Wastewater Department.

AUDIT EXHIBIT SGS-6: COMPUTATION OF INCOME TAXES

Shown in this exhibit is ORS's computation of State and Federal Income Taxes based on

taxable income after accounting and pro forma adjustments and after the effect of the requested

3



increase. ORS used the state tax rate of 5% and federal graduated tax rates.

AUDIT EXHIBIT SGS-7: CASH WORKING CAPITAL ALLOWANCE

Shown in ORS's exhibit is the calculation of cash working capital based on as adjusted

operations at June 30, 2004. ORS uses a seventy-five day cash working capital allowance to reflect

HPUC's billing and collection cycle.

AUDIT EXHIBIT SGS-8: RETURN ON COMMON E UITY —WATER SEWER AND

COMBINED

HPUC's return on common equity is computed before and after the requested increase for

complete system. The rate base, as shown on Audit Exhibit SGS-l, is allocated among the various

classes of debt and equity according to the respective ratios as computed using a hypothetical 50/50

capital structure.

ORS computed the amount of total income for return necessary to cover an embedded cost

rate of 7.50% on long-term debt. The remainder of total income for return for combined operations

produces a return of (12.49%) on common equity before the requested increase. The overall cost of

capital aAer accounting and pro forma adjustments is (2.50%), Such overall cost equals the rate of

return on rate base shown on Audit Exhibit SGS-1.

After the requested increase of $546,633 income available to common equity increases to

$273,393 and return on common equity increases to 35.92%. Overall cost of capital as shown in this

exhibit equals 21.71%. Such overall cost of capital equals the rate of return on rate base on Audit

Exhibit SGS-1.

Included in this exhibit is the Return on Common Equity as allocated to HPUC's water and

sewer operations.

increase. ORS used the state tax rate of 5% and federal graduated tax rates.

AUDIT EXHIBIT SGS-7: CASH WORKING CAPITAL ALLOWANCE

Shown in ORS's exhibit is the calculation of cash working capital based on as adjusted

operations at June 30, 2004. ORS uses a seventy-five day cash working capital allowance to reflect

HPUC's billing and collection cycle.

AUDIT EXHIBIT SGS-8: RETURN ON COMMON EQUITY - WATER, SEWER, AND

COMBINED

HPUC's return on common equity is computed before and after the requested increase for'

complete system. The rate base, as shown on Audit Exhibit SGS-1, is allocated among the various

classes of debt and equity according to the respective ratios as computed using a hypothetical 50/50

capital structure.

ORS computed the amount of total income for return necessary to cover an embedded cost

rate of 7.50% on long-term debt. The remainder' of total income for return for combined operations

produces a return of (12.49%) on common equity before the requested increase. The overall cost of

capital after accounting and pro forma adjustments is (2.50%). Such overall cost equals the rate of

return on rate base shown on Audit Exhibit SGS-1.

After' the requested increase of $546,633 income available to common equity increases to

$273,393 and return on common equity increases to 35.92%. Overall cost of capital as shown in this

exhibit equals 21.71%. Such overall cost of capital equals the rate of return on rate base on Audit

Exhibit SGS-1.

Included in this exhibit is the Return on Common Equity as allocated to HPUC's water and

sewer' operations.



AUDIT EXHIBIT SGS-9: INCOME STATEMENT

HPUC's Income Statement for the test year ending June 30, 2004 is reflected in this exhibit,

ORS verified the income statement to the books and records of HPUC.

AUDIT EXHIBIT SGS-10:BALANCE SHEET

Shown in this exhibit is the Balance Sheet of HPUC as of June 30, 2004. ORS verified the

balances contained in this statement to the books and records of HPUC.

AUDIT EXHIBIT SGS-11:OPERATING EXPERIENCE RATE BASE RATES OF RETURN

AND OTHER EXHIBITS —PRESENT CUSTOMERS

Shown in these exhibits is the operating experience for the traditional rate making procedures

using present customers.

AUDIT EXHIBIT SGS-9: INCOME STATEMENT

HPUC's Income Statement for the test year ending June 30, 2004 is reflected in this exhibit.

ORS verified the income statement to the books and records of HPUC.

AUDIT EXHIBIT SGS-10: BALANCE SHEET

Shown in this exhibit is the Balance Sheet of HPUC as of June 30, 2004. ORS verified the

balances contained in this statement to the books and records of HPUC.

AUDIT EXHIBIT SGS-11: OPERATING EXPERIENCE, RATE BASE, RATES OF RETURN

AND OTHER EXHIBITS - PRESENT CUSTOMERS

Shown in these exhibits is the operating experience for' the traditional rate making procedures

using present customer's.



Haig Point Utility Company, inc.
Operating Experience, Rate Base and Rates of Return

For the Test Year Ended June 30, 2004
Combined

Audit Exhibit SGS-1

Description

0 er'atin Revenues:

Per
Company

Books

Accounting
8 Pro Forma
Ad'ustments

Com lete S stem
Effect of

As Proposed
~Ad'usted Increase

After
Proposed
Increase

Water Service Revenues
Sewer Service Revenues
Availability Revenues - W & S

98,423
47,697
82,136

180,376 (A)
118,555 (A)~82, ( 38 (A)

278,799
166,252

0

176,946 (N)
369,687 (N)

0

455,745
535,939

0

Total 0 eratin Revenues 228,256 216,795 445,051 546,633 991,684

0 eratin Ex enses:
Operating & Maintenance Expenses
Administrative & General Expenses
Depreciation & Amortization Expenses
Taxes Other Than Income
Income Taxes

Total 0 eratin Ex enses

Total 0 eratin Income

Customer Growth

Net Income for Return

185,387
73,454
30,296

0~14,775)

274,362

(46,106)

(46,106)

182,803 (B)
(23,024) (C)
15,239 (D)
18,898 (E)
14,775 (F)

208,691

8,104

8,104

368,190
50,430
45,535
18,898

0

483,053

(38,002)

38,002)

0
10,933 (0)

0
4,579 (P)

162,640 (Q)

178,152

368,481

368,481

368,190
61,363
45,535
23,477

162,640

661,205

330,479

330,479

Ori inal Cost Rate Base:
Gross Plant in Service
Accumulated Depreciation
Net Plant in Service
Construction Work In Progress
Contributions in Aid of Construction
Accumulated Amortization of CIAC

Cash Working Capital
Unamortized Balances

Total Rate Base

Return on Rate Base

4,359,264
~(240,082

4, 119,182
1,116,695
(464,000)

82,740
46,097

0

4,900,714

-0.94%

1,167,853 (G)
(1,702,325) (H)

(534,472)
(1,116,695) (I)
(2,346,480) (J)

581,600 (K)
37,627 (L)

0 (M)

3,378,420

5,527,117~(,942,407
3,584,710

0
(2,810,480)

664,340
83,724

0

1,522,294

2 50%

5,527,117~1,942,407)
3,584,710

0
(2,810,480)

664,340
83,724

0

1,522,294

21.71%

Interest Ex ense

0 eratin Mar in 20 20%

57,086

-21.37%

57,086

27 57%

Description

Operating Revenues:
Water Service Revenues
Sewer Service Revenues
Availability Revenues .-W & S

Total Operatin.q Revenues

Operating Expenses:
Operating & Maintenance Expenses
Administrative & General Expenses
Depreciation & Amortization Expenses
Taxes Other Than Income
Income Taxes

Total Operating Expenses

Total Operating Income

Customer Growth

Net Income for' Return

Haig Point Utility Company, Inc.
Operating Experience, Rate Base and Rates of Return

For the Test Year Ended June 30, 2004
Combined

Audit Exhibit SGS-1

Per' Accounting
Company & Pro Forma

Books Adjustments
$ $

98,423 180,376
47,697 118,555

82,136 (82,136)

Complete System
Effect of

As Proposed

Adiusted Increase
$ $

After

Proposed
Increase

$

455,745
535,939

0

991,684

(A) 278,799 176,946
(A) 166,252 369,687
(A) 0 0

(N)
(N)

228,256 216,795 445,051 546,633

185,387 182,803
73,454 (23,024)
30,296 15,239

0 18,898

(14,775) 14,775

274,362 208,691

(46,106) 8,104

O 0

(46,106) 8,104

(B) 368,190 0
(C) 50,430 10,933
(D) 45,535 0
(E) 18,898 4,579
(F) 0 162,640

483,053 178,152

(38,002) 368,481

0 0

(38,002) 368,481

(o)

(P)
(Q)

368,190
61,363
45,535
23,477

162,640

661,205

330,479

0

330,479

Original Cost Rate Base:
Gross Plant in Service

Accumulated Depreciation
Net Plant in Service
Construction Work In Progress
Contributions in Aid of Construction
Accumulated Amortization of CIAC

Cash Working Capital
Unamortized Balances

Total Rate Base

Return on Rate Base

Interest Expense

Operatincl Marqin

4,359,264 1,167,853 (G) 5,527,117
(240,082) (1,702,325) (H) (1,942,407)

4,119,182 (534,472) 3,584,710
1,116,695 (1,116,695) (I) 0

(464,000) (2,346,480) (J) (2,810,480)
82,740 581,600 (K) 664,340
46,097 37,627 (L) 83,724

0 0 (M) 0

4,900,714

-0.94%

0

-20.20%

(3,378,420)

5,527,117

(1,942,407)
3,584,710

0

(2,810,480)
664,340

83,724
0

1,522,294 0 1,522,294

-2.50% 21.71%

57,086 57,086

-21.37% 27.57%
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Audit Exhibit SGS-2

Haig Point Utility Company, Inc.
Operating Experience, Rate Base and Rates of Return

For the Test Year Ended June 30, 2004
Water

Description

Accounting
& Pro Forma
Ad'ustments

Per
Company

Books
$ $

Com lete S stem
After

As Proposed Proposed
~Ad'usted Increase Increase

0 eratin Revenues:
Water Service Revenues
Availability Revenues

Total 0 eratin Revenues

98,423 180,376 (A)
41,068 ~41,068) (A)

139,491 139,308

278,799
0

278,799

176,946 (N)
0

176,946

455,745

455,745

0 eratin Ex enses:
Operating & Maintenance Expenses
Administrative & General
Depreciation & Amortization Expenses
Taxes Other Than Income
Income Taxes

87,464
51,929
12,846

0
14,799

216,314 (B)
(19,750) (C)

6,507 (D)
13,629 (E)
14,799 (F

303,778
32,179
19,353
13,629

0

0
3,539 (0)

0
1,482 (P)

22,778 Q)

303,778
35,718
19,353
15,111
22,778

Total 0 eratin Ex enses

Total 0 eratin Income

Customer Growth

Net Income for Return

2,051 (92,191)

2,051 (92,191)

137,440 231,499 368 939 27 799

(90,140) 149,147

0 0

~90.( 40) 149,147

396,738

59,007

59,007

Ori inal Cost Rate Base
Gross Plant in Service
Accumulated Depreciation
Net Plant in Service
Construction Work ln Progress
Contributions in Aid of Construction
Accumulated Amort. , of CIAC

Cash Working Capital
Unamortized Balances

'Total Rate Base

Return on Rate Base

Interest Ex ense

1,731,215
~(06,504

1,624,711
1,116,695
(353,000)

63,150
46,097

0

2,497,653

0.08%

1,124,203 (G)
~848,840 (~ )

275,363
(1,116,695) (I)
(1,529,740) (J)

404,800 (K)
21,094 (L)

0 (M)

1,945,178)

2,855,418
~955,344

1,900,074
0

(1,882,740)
467,950

67,191
0

552,475

-16.32%

20,718

2,855,418
~955,344

1,900,074
0

(1,882,740)
467,950

67,191
0

552,475

10.68%

20,718

0 eratin Mar in 1.47% -39.76% 8.40%

Audit Exhibit SGS-2

Haig Point Utility Company, Inc.

Operating Experience, Rate Base and Rates of Return
For the Test Year Ended June 30, 2004

Water

Description

Operating Revenues:
Water Service Revenues

Availability Revenues

Total Operating Revenues

Per' Accounting
Company & Pro Forma

Books Adiustments
$ $

Complete System

As Proposed

Adjusted Increase
$ $

After

Proposed
Increase

$

455,745
0

455,745

98,423 180,376 (A) 278,799 176,946 (N)

41,068 (41,068) (A) 0 0

139,491 139,308 278,799 1'76,946

Operating Expenses:
Operating & Maintenance Expenses
Administrative & General

Depreciation & Amortization Expenses
Taxes Other Than Income
Income Taxes

Total Operating Expenses

Total Operating Income

Customer Growth

Net Income for Return

87,464 216,314 (B) 303,778 0 303,7'78
51,929 (19,750) (C) 32,179 3,539 (O) 35,718
12,846 6,507 (O) 19,353 0 19,353

0 13,629 (E) 13,629 1,482 (P) 15,111

(14,799) 14,799 (F) 0 22,778 (Q) 22,778

137,440 231,499

2,051 (92,191)

0 0

2,051 (92,191)

368,939 27,799

(90,140) 149,147

0 0

(90,140) 149,147

396,738

59,007

0

59,007

Original Cost Rate Base:
Gross Plant in Service

Accumulated Depreciation
Net Plant in Service

Construction Work In Progress
Contributions in Aid of Construction
Accumulated Amort.. of CIAC

Cash Working Capital
Unamortized Balances

'Total Rate Base

Return on Rate Base

Interest Expense

Operatincl Marqin

1,731,215 1,124,203

(106,504) (848,840)
1,624,711 275,363

1,116,695 (1,116,695)
(353,000) (1,529,740)

63,150 404,800
46,097 21,094

0 0

2,497,653 (1,945,178)

0.08%

0

1.47%

(G) 2,855,418 0 2,855,418
(H) (955,344) 0 (955,344)

1,900,074 0 1,900,074
(I) 0 0 0
(J) (1,882,740) 0 (1,882,740)
(K) 467,950 0 467,950

(L) 67,191 0 67,191
(M) 0 0 0

552,475 0 552,475

-16.32% 10.68%

20,718 20,718

-39.76% 8.40%
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Audit Exhibit SGS-3

Haig Point Utility Company, Inc.
Operating Experience, Rate Base and Rates of Return

For the Test Year Ended June 30, 2004
Sewer

Description

0 eratin Revenues

Per
Company

Books

Accounting
& Pro Forma
Ad'ustments

Com lete S stem
After

As Proposed Proposed
~Ad'usted Increase Increase

Sewer Service Revenues
Availability Revenues

Total 0 eratin Revenues

47,697 118,555 (A)
41,068 ~(41,068 (A)

88,765 77,487

166,252
0

166,252

369,687 (N)
0

369,687

535,939
0

535,939

0 eratin Ex enses:
Operating & Maintenance Expenses
Administrative & General
Depreciation 8 Amortization Expenses
Taxes Other Than Income
Income Taxes

Total 0 eratin Ex enses

Total 0 eratin Income

Customer Growth

Net Income for Return

97,923
21,525
17,450

0
24

136,922

(48,157)

(48,157)

(33,511) (B)
(3,274) (C)
8,732 (D)
5,269 (E)~24) (F)

22,808

100,295

100,295

64,412
18,251
26,182

5,269
0

114,114

52, 138

52,138

0
7,394 (0)

0
3,097 (P)

139,862 (Q)

150,353

219,334

219,334

64,412
25,645
26,182

8,366
139,862

264,467

271,472

0

271,472

Ori inal Cost Rate Base:
Gross Plant in Service
Accumulated Depreciation
Net Plant in Service
Construction Work In Progress
Contributions in Aid of Construction
Accumulated Amortization of CIAC

Cash Working Capital
Unamortized Balances

2,628,049~133578,
2,494,471

0
(111,000)

19,590
0
0

43,650 (G)
~853,485 (4)

(809,835)
(I)

(816,740) (J)
176,800 (K)

16,533 (L)
0 M)

2,671,699
~987,063

1,684,636
0

(927,740)
196,390
16,533

0

2,671,699
(987,063)

1,684,636
0

(927,740)
196,390

16,533

Total Rate Base

Return on Rate Base

2,403,061 (1,433,242)

-2.00%

969,819

5.38%

969,819

27 99%

Interest Ex ense

0 cretin Mar in 54 25%

36,368

9.49%

36,368

43.87%

Description

Operating Revenues:
Sewer Service Revenues

Availability Revenues

Total Operating Revenues

Operating Expenses:
Operating & Maintenance Expenses
Administrative & General

Depreciation & Amortization Expenses
Taxes Other Than Income
Income Taxes

Total Operating Expenses

Total Operating Income

Customer Growth

Net Income for' Return

Audit Exhibit SGS-3

Haig Point Utility Company, Inc.
Operating Experience, Rate Base and Rates of Return

For the Test Year Ended June 30, 2004
Sewer

Per Accounting

Company & Pro Forma
Books Adjustments

$ $

Complete System

As Proposed

Adjusted Increase
$ $

After

Proposed
Increase

$

535,939
0

535,939

47,697 118,555 (A) 166,252 369,687 (N)
41,068 (41,068) (A) 0 0

88,765 77,487 166,252 369,687

97,923 (33,511) (B) 64,412 0 64,412
21,525 (3,274) (C) 18,251 7,394 (O) 25,645
17,450 8,732 (D) 26,182 0 26,182

0 5,269 (E) 5,269 3,097 (P) 8,366

24 (24) (F) 0 139,862 (Q) 139,862

136,922 (22,808)

(48,157) 100,295

0 0

(48,157) 100,295

Original Cost Rate Base:
Gross Plant in Service

Accumulated Depreciation
Net Plant in Service

Construction Work In Progress
Contributions in Aid of Construction
Accumulated Amortization of CIAC
Cash Working Capital
Unamortized Balances

Total Rate Base

Return on Rate Base

Interest Expense

Operatinq Mar_in

2,628,049 43,650 (G)

(133,578) (853,485) (H)
2,494,471 (809,835)

o o O)
(111,000) (816,740) (J)

19,590 176,800 (K)
0 16,533 (L)

0 0 (M)

2,403,061 (1,433,242)

-2.00%

0

-54.25%

114,114 150,353 264,467

52,138 219,334 271,472

0 0 0

52,138 219,334 271,472

2,671,699 0 2,671,699

(987,063) 0 (987,063)
1,684,636 0 1,684,636

0 0 0

(927,740) 0 (927,740)
196,390 0 196,390

16,533 0 16,533
0 0 0

969,819 0 969,819

5.38% 27.99%

36,368

43.87%

36,368

9.49%



Audit Exhibit SGSA

Haig Point Utility Company, Inc
Explanation of Accounting and Pro Forma Adjustments

For the Test Year Ended June 30, 2004

Com lete S stem

Description

A 0 cretin Revenues

Combined Water Sewer

A~AAA' d d

1 ORS and HPUC propose to adjust operating revenues to
reflect complete system number of customers at current
rates

Per ORS

Per HPUC

298,931

298,931

180,376 118,555

180,376 118,555

2 ORS and HPUC propose to remove Availability Billing for the
complete system ORS proposes to account for Availability

Fees through the end of the test year as Contributions in Aid

of Construction

Per ORS

Per HPUC

82,136

82,136

41,068

41,068

41,068

41,068

B 0 eratin and Maintenance

3 ORS proposes to adjust salary expense to reflect the 60/40
split between HPUC and Melrose Utility Company, Inc
adjust for benefits expense which should have been
allocated to Melrose Utility Company, Inc and correct per
application water salaries

Per ORS

Per HPUC

(14,248) 29,097 (43,345)

4 ORS proposes to adjust operating and maintenance
expenses to reflect 60/40 split with Melrose UtiTity Company,
Inc

Per ORS

Per HPUC

4,307 4,307

5 ORS and HPUC propose to increase the level of wages for
the current 2 employees to reflect the wages of 6 employees
at test period costs for complete system

Per ORS

Per HPUC

112,704

155,449

127,401

40,110

(14,697)

115,339

6 ORS and HPUC propose to increase the level of repair and
maintenance costs for plant facilities by the percentage of
plant additions

Per ORS

Per HPUC

30,955

30,955

30,955

30,955

7 ORS and HPUC propose to increase the level of operating
supply costs for increased system demand

Per ORS

Per HPUC

152

152

152

152

8 ORS and HPUC propose to increase the level of office
equipment rental for increased number of customers

Per ORS

Per HPUC

1,349

1,349

1,349

1,349

Descri tp_on

Haig Point Utility Company, Inc,,

Explanation of Accounting and Pro Forma Adjustments
For' the Test Year Ended June 30, 2004

Complete System

(A) Operating Revenues

As Adjusted

1 ORS and HPUC propose to adjust operating revenues to

reflect complete system number of customers at current
rates

Per ORS

Per HPUC

2 ORS and HPUC propose to remove Availability Billing for the

complete system ORS proposes to account for Availability

Fees through the end of the test year' as Contributions in Aid

of Construction

Per ORS

Per HPUC

(B) Operating and Maintenance

3 ORS proposes to adjust salary expense to reflect the 60/40

split between HPUC and Melrose Utility Company, Inc

adjust for benefits expense which should have been

allocated to Melrose Utility Company, Inc and correct per

application water salaries

Per ORS

Per HPUC

4 ORS proposes to adjust operating and maintenance

expenses to reflect 60/40 split with Melrose Utility Company,

Inc

Per ORS

Per HPUC

5 ORS and HPUC propose to increase the level of wages for

the current 2 employees to reflect the wages of 6 employees

at test period costs for complete system

Per ORS

Per HPUC

6 ORS and HPUC propose to increase the level of repair and

maintenance costs for plant facilities by the percentage of

plant additions

Per ORS

Per HPUC

7 ORS and HPUC propose to increase the level of operating

supply costs for increased system demand

Per ORS

Per HPUC

8 ORS and HPUC propose to increase the level of office

equipment rental for increased number' of customers

Per ORS

Per HPUC

Audit Exhibit SGS-4

Combined Water Sewer

$ $ $

298,931 180,376 118,555

298,931 180,376 118,555

(82,136) (41,068) (41,068)

(82,136) (41,068) (41,068)

(14,248) 29,097 (43,345)

0 0 0

4,307 0 4,307

0 0 0

112,704 127,401 (14,697)

155,449 40,110 115,339

30,955 30,955 0

30,955 30,955 0

152 152 0

152 152 0

1,349 1,349 0

1,349 1,349 0



Audit Exhibit SOS&

Haig Point Utility Company, Inc.
Explanation of Accounting and Pro Forma Adjustments

For the Test Year Ended June 30, 2004

Com late S stem

~oi 9 Combined Water Sewer

9 ORS and HPUC propose to increase the level of Power
Costs for increased system demand

Per ORS

Per HPUC

51,365

49,692

29,826

29,826

21,539

19,866

10 ORS proposes to remove expenses associated with

installing taps These costs are considered capital
expenditures and are included in plant in service

Per ORS

Per HPUC

(3,781) (2,466) (1,315)

Total 0 eratin and Maintenance 182,803 216,314 33,511

LCC General and Administrative

11 ORS and HPUC propose to adjust Bad Debt Expense to
reflect 2 0% of complete system revenue under present
rates

Per ORS

Per HPUC

(18,711)

(18,711}

(11,298)

(11,298)

(7,413)

(7,413}

12 ORS and HPUC propose to reflect the amortization of rate
case expenses ORS proposes a 5-year amortization of
actual year to date expenses and HPUC proposes a 4-year
amortization of estimated expenses

Per ORS

Per HPUC

8,277

20,000

4,138

10,000

4,139

10,000

13 ORS proposes to remove nonallowable legal expenses from
the test year

Per ORS

Per HPUC

(12,590) (12,590)

Total General and Administrative 23,024 19,750 3,274

D De reciation and Amortization Ex ense

14 ORS and HPUC propose to reflect the annual depreciation
for complete system plant in service ORS has reduced
depreciation expenses by the amortization of C)AC

Per ORS

Per HPUC

15,239

85,001

6,507

44,113

8,732

40,888

E Taxes Other Than Income

15 HPUC proposes to reflect the revenue taxes of 1 12528%
on pro forma revenue under present rates ORS proposes
to reflect revenue taxes on present rates using the latest
gross receipts factor of 0 83772%

Per ORS

Per HPUC

3,728

5,008

2,335

3,137

1,393

1,871

10
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Haig Point Utility Company, Inc.

Explanation of Accounting and Pro Forma Adjustments

For the Test Year' Ended June 30, 2004

Description

Complete System

Combined Water Sewer

$ $ $

9 ORS and HPUC propose to increase the level of Power

Costs for increased system demand

Per ORS

Per HPUC

51,365 29,826 21,539

49,692 29,826 19,866

10 ORS proposes to remove expenses associated with

installing taps These costs are considered capital

expenditures and are included in plant in service

Per ORS

Per HPUC

Total Operatinq and Maintenance

(3,781) (2,466) (1,315)

0 0 0

182,803 216,314 (33,511)

(C) General and Administrative

11 ORS and HPUC propose to adjust Bad Debt Expense to

reflect 2 0% of complete system revenue under present

rates

Per ORS

Per HPUC

12 ORS and HPUC propose to reflect the amortization of rate

case expenses ORS proposes a 5-year amortization of

actual year to date expenses and HPUC proposes a 4-year
amortization of estimated expenses

Per ORS

Per HPUC

13 ORS proposes to remove nonallowable legal expenses from

the test year

Per ORS

Per HPUC

Total General and Administrative

(D) Depreciation and Amortization Expense

14 ORS and HPUC propose to reflect the annual depreciation

for complete system plant in service ORS has reduced

depreciation expenses by the amortization of CIAC

Per ORS

Per HPUC

(18,711) (11,298) (7,413)

(18,711) (11,298) (7,413)

8,277 4,138 4,139

20,000 10,000 10,000

(12,590) (12,590) 0

0 0 0

(23,024) (19,750) (3,274)

15,239 6,507 8,732

85,001 44,113 40,888

E(_ Taxes Other Than income

15 HPUC proposes to reflect the revenue taxes of 1 12528%

on pro forma revenue under present rates ORS proposes

to reflect revenue taxes on present rates using the latest

gross receipts factor of 0 83772%

Per ORS

Per HPUC

3,728 2,335 1,393

5,008 3,137 1,871

10



Audit Exhibit SGSP

Haig Point Utility Company, Inc.
Explanation of Accounting and Pro Forma Adjustments

For the Test Year Ended June 30, 2004

Com lete S stem

~Di tt Combined Water Sewer

16 HPUC proposes to reflect property taxes at 1 0% of pro

forma plant costs ORS proposes to adjust for actual

property taxes assessed on real property for HPUC

Per ORS

Per HPUC

603

54,759

14

28,479

589

26,280

17 ORS and HPUC propose to reflect payroll taxes for the

proposed new employees

Per ORS

Per HPUC

Total Taxes Other Than Income

14,567

17,838

18,898

11,280

4,603

13,629

3,287

13,235

5,269

tPPt P

18 HPUC and ORS propose to adjust for state and federal

income taxes for as adjusted operations See Audit Exhibit

SGS-6

Per ORS

Per HPUC

14,775

89,699

14,799

11,127

24

78,572

tDD Pt t t D

19 ORS and HPUC propose to increase plant in service for the

new groundwater well, elevated water storage tank, truck

and wastewater treatment improvements

Per ORS

Per HPUC

1,167,853 1,124,203

1,116,695 1,116,695

43,650

H Accumulated De reciation

20 ORS and HPUC propose to adjust accumulated

depreciation for the complete system depreciation expense
A usage percentage based on the number of customers was

used to compute the accumulated depreciation expense

Per ORS

Per HPUC 1,530,898 774, 129 756,769

1,702,325 848,840 853,485

I Construction Work in Pro ress

21 ORS and HPUC propose to remove from Construction Work

In Progress costs associated with the new groundwater well

and elevated water storage tank since these projects are

essentially complete

Per ORS

Per HPUC

1,116,695 1,116,695

1,116,695 1,116,695

J Contributions in Aid of Construction -CIAC

22 ORS and HPUC propose to increase Contributions in Aid of
Construction to reflect the Complete System ORS included

availability fees through the end of the test year as CIAC

Per ORS

Per HPUC

816,740

1,251,000 982,000 269,000

2,346,480 1,529,?40

Description

HaigPointUtilityCompany,Inc.
ExplanationofAccountingandProFormaAdjustments

FortheTestYearEndedJune30,2004
CompleteSystem

16HPUC proposes to reflect property taxes at 1 0% of pro

forma plant costs ORS proposes to adjust for actual

property taxes assessed on real property for HPUC

Per ORS

Per HPUC

17 ORS and HPUC propose to reflect payroll taxes for the

proposed new employees

Per ORS

Per HPUC

Total Taxes Other Than Income

(F) Income Taxes

18 HPUC and ORS propose to adjust for state and federal

income taxes for as adjusted operations See Audit Exhibit

SGS - 6

Per ORS

Per HPUC

_G) Plant In Service

19 ORS and HPUC propose to increase plant in service for the

new groundwater well, elevated water storage tank, truck
and wastewater treatment improvements

Per ORS

Per HPUC

(H) Accumulated Depreciation

20 ORS and HPUC propose to adjust accumulated

depreciation for the complete system depreciation expense

A usage percentage based on the number of customers was

used to compute the accumulated depreciation expense

Per ORS

Per HPUC

(I) Construction Work in Prof:lress

21 ORS and HPUC propose to remove from Construction Work

In Progress costs associated with the new groundwater well

and elevated water storage tank since these projects are

essentially complete

Per ORS

Per HPUC

(J) Contributions in Aid of Construction -CIAC

22 ORS and HPUC propose to increase Contributions in Aid of

Construction to reflect the Complete System ORS included

availability fees through the end of the test year as CIAC

Per ORS

Per HPUC

Audit Exhibit SGS-4

Combined Water Sewer

$ $ $

603 14 589

54,759 28,479 26,280

14,567 11,280 3,287

17,838 4,603 13,235

18,898 13,629 5,269

14,775 14,799 (24)

(89,699) (11,127) (78,572)

1,167,853 1,124,203 43,650

1,116,695 1,116,695 0

(1,702,325) (848,840) (853,485)

(1,530,898) (774,129) (756,769)

(1,116,695) (1,116,695) O

(1,116,695) (1,116,695) O

(2,346,480) (1,529,740) (816,740)

(1,251,000) (982,000) (269,000)

11



Audit Exhibit SGSP

Haig Point Utility Company, Inc„
Explanation of Accounting and Pro Forms Adjustments

For the Test Year Ended June 30, 2004

Com lets S stem

~oi 0 Combined Water Sewer

K Amortization of Contributions in Aid of Construction

23 ORS and HPUC propose to increase the amortization of
Contributions in Aid of Construction to reflect the complete
system ORS included the amortization of availability fees
through the end of the test year

Per ORS

Per HPUC

581,600 404,800 178,800

410,240 319,120 91,120

L Cash Workin Ca ital

24 HPUC and ORS propose to adjust Cash Working Capital for
as adjusted expenses using the working capital ratio of 1/5
of operating and maintenance expenses See Audit Exhibit
SGS-7

Per ORS

Per HPUC

37,627

708

21,094

708

16,533

M Unamortized Balances

25 HPUC proposes to include unamortized balances in rate
base ORS proposes only to include the expense portion
and not the unamortized balances, creating a sharing of the
expenses between the ratepayer and HPUC

Per ORS

Per HPUC 45,000 22,500 22,500

N 0 eratin Revenues-Pro osedincrease

26 ORS and HPUC propose to increase operating revenues for
the complete system number of customers at proposed
rates

Per ORS

Per HPUC

546,633 176,946 369,687

546,633 176,946 369,687

0 Bad Debt Ex enses - Pro osed Revenue

27 ORS and HPUC propose to adjust bad debt expense for the
proposed revenue for a complete system

Per ORS

Per HPUC

10,933

10,936

3,539

3,541

7 394

7,395

P Taxes Other Than Income-Pro osed Increase

28 ORS and HPUC propose to adjust gross receipts taxes for
the proposed revenue based on a complete system

Per ORS

Per HPUC

4,579

6,151

1,482

1,991

3,097

4,150

Income Taxes - Pro osed Increase

29 ORS and HPUC propose to reflect state and federal income
taxes for the proposed revenue for a complete system

Per ORS

Per HPUC

162,640

150,266

22,778 139,862

42,217 108,049

12
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Haig Point Utility Company, Inc.

Explanation of Accounting and Pro Forma Adjustments
For the Test Year Ended June 30, 2004

Complete System

Description Combined
$

(K) Amortization of Contributions in Aid of Construction

Water Sewer

$ $

23 ORS and HPUC propose to increase the amortization of

Contributions in Aid of Construction to reflect the complete

system ORS included the amortization of availability fees

through the end of the test year

Per ORS

Per HPUC

581,600 404,800 176,800

410,240 319,120 91,120

(L) Cash Workin¢l Capital

24 HPUC and ORS propose to adjust Cash Working Capital for

as adjusted expenses using the working capital ratio of 1/5

of operating and maintenance expenses See Audit Exhibit

SGS-7

Per ORS

Per HPUC

37,627 21,094 16,533

708 708 0

(M) Unamortized Balances

25 HPUC proposes to include unamortized balances in rate

base ORS proposes only to include the expense portion
and not the anamortized balances, creating a sharing of the

expenses between the ratepayer and HPUC

Per ORS

Per HPUC

0 0 0

45,000 22,500 22,500

N_perating Revenues - Proposed Increase

26 ORS and HPUC propose to increase operating revenues for

the complete system number of customers at proposed

rates

Per ORS

Per HPUC

546,633 176,946 369,687

546,633 176,946 369,687

(O) Bad Debt Expenses - Proposed Revenue

27 ORS and HPUC propose to adjust bad debt expense for the

proposed revenue for a complete system

Per ORS

Per HPUC

(P) Taxes Other Than Income - Proposed Increase

28 ORS and HPUC propose to adjust gross receipts taxes for

the proposed revenue based on a complete system

Per ORS

Per HPUC

(Q) Income Taxes - Proposed Increase

29 ORS and HPUC propose to reflect state and federal income

taxes for the proposed revenue for a complete system

Per' ORS

Per HPUC

10,933 3,539 7,394

10,936 3,541 7,395

4,579 1,482 3,097

6,151 1,991 4,160

162,640 22,778 139,862

150,266 42,217 108,049

12



Audit Exhibit SGS-5

Haig Point Utility Company, Inc.
Depreciation Expense Adjustment

Test Year Ended June 30, 2004

Water 8 Sewer Mains
Wells, Supply Main 8 Appert
Well ¹3 - Completed in 2005
Elevated Storage Tank-Completed in 2005
Tap Expenses
Outfall Main

Combined
$

3,425,672
353,360
377,749
738,946

3,780
66,704

Water
$

1,377,855
353,360
377,749
738,946

2,465
0

Sewer
$

2,047,817
0
0
0

1,315
66,704

Total
Depreciation (50 years)

4,966,211
2.00%

99,325

2,850,375
2.00%

57,008

2,115,836
2.00%

42,317

Total Wastewater Treatment Plant
LESS: Fully Depreciated Assets

Depreciation (32 years)

Vehicles
LESS: Fully Depreciated Assets

Depreciation (6 years)

555,864
(478,429)

3.125%
2,420

5,043
(5,043)
16.66%

3.125%

5,043
(5,043)
16.66%

555,864
(478,429)

3.125%
2,420

0
0

16.66%

Total Depreciation Expense -ORS 101,745 57,008 44,737

Amortization of Contributions in Aid of Construction CIAC

Gross CIAC

Amortization Period (50 years)

(2,810,480)

2.000%

(1,882,740)

2.000%

(927,740)

2.000%

CIAC Amortization 56,210 37,655 18,555

Net De reciation Ex ense

Less: De reciation Ex ense- Per Books

De reciation Ex ense Ad'ustment - ORS

45,535

30,296

15,239

19,353

12,846

6,507

26,182

17,450

8,732

Audit Exhibit SGS-5

Haig Point Utility Company, Inc.
Depreciation Expense Adjustment

Test Year Ended June 30, 2004

Water & Sewer Mains

Wells, Supply Main & Appert

Well #3 - Completed in 2005
Elevated Storage Tank-Completed in 2005
Tap Expenses
Outfall Main

Combined

$
3,425,672

353,360
377,749

738,946
3,780

66,704

Water

$
1,377,855

353,360
377,749

738,946
2,465

0

Sewer

$

2,047,817
0

0
0

1,315
66,704

Total

Depreciation (50 years)

4,966,211
2.00%

99,325

2,850,375
2.00%

57,008

2,115,836
2.00%

42,317

Total Wastewater Treatment Plant

LESS: Fully Depreciated Assets
Depreciation (32 years)

555,864

(478,429)
3.125%

2,420

0

3.125%

555,864
(478,429)

3.125%

2,420

Vehicles

LESS: Fully Depreciated Assets
Depreciation (6 years)

5,043

(5,043)
16.66%

5,043

(5,043)
16.66%

0
0

16.66%

Total Depreciation Expense- ORS 101,745 57,008 44,737

Amortization of Contributions in Aid of Construction (CIAC)

Gross CIAC (2,810,480)

Amortization Period (50 years) 2.000%

(1,882,740)

2.000%

(927,740)

2.000%

CIAC Amortization (56,210)

45,535

30,296

15,239

(37,655)

19,353

12,846

6,507

(18,555)

26,182

17,450

8,732

Net Depreciation Expense

Less: Depreciation Expense- Per Books

Depreciation Expense Adiustment - ORS
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Audit Exhibit SGS-6

Haig Point Utility Company, Inc.
Computation of Income Taxes

For the Test Year Ended June 30, 2004

Operating Revenue As Adjusted

Operating Expenses As Adjusted

Net Operating Income Before Taxes
Less: Annualized Interest Expense

Taxable income - State
State Income Taxes @5%

Combined
Operations

$
445,051
483,053

(38,002)
57,086

(95,088)
0

As Adjusted
Water

Operations
$

278,799
368,939

(90,140)
20,718

(110,858)
0

Sewer
Operations

$
166,252
114,114

52,138
36,368

15,770
0

Taxable Income - Federal
Federal Income Taxes - 1st 50,000 @15%
Next $25,000 @25%
Next $25,000 @34%

(95,088)
0
0
0

(110,858)
0
0
0

15,770
0
0
0

Total State and Federal Income Taxes
Less: Income Taxes Per Book

0
(14,775)

0
(14,799)

0
24

Adjustment 14,775 14,799 (24)

Operating Revenue After Proposed Increase
Operating Expenses After Proposed Increase

Combined
Operations

$
991,684
498,565

After Proposed Increase
Water

Operations
$

455,745
373,960

Sewer
Operations

$
535,939
124,605

Net Operating income Before Taxes
Less: Annualized Interest Expense

493,119
57,086

81,785
20,718

411,334
36,368

Taxable income - State
State Income Taxes @5%

Taxable income - Federal
Federal Income Taxes - 1st 50,000 @15%
Next $25,000 @25%
Next $25,000 @34%
$100,000 - $335,000 @39%
Over $335,000 @34%

436,033
21,801

414,232
7,500
6,250
8,500

91,650
26,939

61,067
3,053

58,014
1,050

875
1,190

12,836
3,773

374,966
18,748

356,218
6,450
5,375
7,310

78,814
23,166

Total State and Federal Income Taxes
Less: Income Taxes As Adjusted

162,640
0

22,778
0

139,862
0

Adjustment 162,640 22,778 139,862

Combined Federal Income Taxes allocated between water and sewer based on percentage of Federal Taxable Income,

Audit Exhibit SGS-6

HaigPointUtilityCompany,Inc.
Computationof IncomeTaxes

FortheTestYearEndedJune30,2004

Operating Revenue As Adjusted
Operating Expenses As Adjusted

As Adjusted
Combined Water Sewer

Operations Operations Operations
$ $ $

445,051 278,799 166,252
483,053 368,939 114,114

(38,002) (90,140) 52,138
57,086 20,718 36,368

(95,088) (110,858) 15,770
0 0 0

Net Operating Income Before Taxes
Less: Annualized Interest Expense

Taxable Income - State

State Income Taxes @ 5%

Taxable Income - Federal

Federal Income Taxes - 1st 50,000 @ 15%

Next $25,000 @25%
Next $25,000 @34%

(95,088) (110,858) 15,770
0 0 0
0 0 0
0 0 0

Total State and Federal Income Taxes
Less: Income Taxes Per Book

0 0 0

(14,775) (14,799) 24

14,775 14,799 (24)Adjustment

Operating Revenue After Proposed Increase
Operating Expenses After Proposed Increase

After Proposed Increase
Combined Water Sewer

Operations Operations Operations
$ $ $

991,684 455,745 535,939
498,565 373,960 124,605

493,119 81,785 411,334
57,086 20,718 36,368

436,033 61,067 374,966
21,801 3,053 18,748

Net Operating Income Before Taxes
Less: Annualized Interest Expense

Taxable Income - State

State Income Taxes @ 5%

Taxable Income - Federal
Federal Income Taxes - 1st 50,000 @ 15%

Next $25,000 @25%

Next $25,000 @34%
$100,000 - $335,000 @ 39%
Over $335,000 @ 34%

414,232 58,014 356,218
7,500 1,050 6,450
6,250 875 5,375
8,500 1,190 7,310

91,650 12,836 78,814
26,939 3,773 23,166

Total State and Federal Income Taxes

Less: Income Taxes As Adjusted

162,640 22,778 139,862
0 0 0

162,640 22,778 139,862Adjustment

Combined Federal Income Taxes allocated between water and sewer based on percentage of Federal Taxable Income,

14



Audit Exhibit SGS-7

Haig Point Utility Company, Inc.
Cash Working Capital Allowance

For the Test Year Ended June 30, 2004

Combined
Operations

Water
Operations

Sewer
Operations

Operating and Maintenance - As Adjusted

General and Administrative - As Adjusted
368,190

50,430
303,778

32,1?9
64,412
18,251

Total Expenses for Computation

Allowable Rate (1/5 of 0 8 M)

Computed Cash Working Capital - As Adjusted

Cash Working Capital - Per Company

Cash Working Capital Adjustment - ORS

Cash Working Capital Adjustment - HPUC

418,620

20 00%

83,724

46,097

37,627

708

335,957

20.00%

67, 191

46,097

21 „094

708

82,663

20,00%

16,533

15

Haig Point Utility Company, Inc.
Cash Working Capital Allowance

For the Test Year Ended June 30, 2004

Audit Exhibit SGS-7

Operating and Maintenance - As Adjusted
General and Administrative - As Adjusted

Total Expenses for Computation

Allowable Rate (1/5 of O & M)

Computed Cash Working Capital - As Adjusted

Cash Working Capital - Per Company

Cash Working Capital Adjustment - ORS

Cash Working Capital Adjustment - HPUC

Combined

Operations

368,190
50,430

418,620

20.00%

83,724

46,097

37,627

708

Water

Operations

303,778
32,179

335,957

20.00%

67,191

46,097

21,094

708

Sewer

Operations

64,412
18,251

82,663

20.00%

16,533

0

16,533

0

15
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Audit Exhibit SGS-9

Haig Point Utility Company, Inc.
Income Statement

Test Year Ended June 30, 2004

Combined Water Sewer

0 eratin Revenues
Residential
Commercial
Irrigation

Availability Billing

Total 0 eratin Revenues

78,146
19,225
48,749
82, 136

228,256

39,651
10,023
48,749
41,068

139,491

38,495
9,202

41,068
88,765

0 eratin Ex ense
Wages 8 Benefits
Repair & Maintenance
Sludge Disposal
Supplies
Outside Services
Telephone
Office Equipment Rental
Bad Debt
Power
Other Operating Expenses

Total

77,724
79,555

0
99

31,138
3,670

490
27,612
28, 108
10,445

258,841

20,055
47,990

0
99

22,998
2,259

490
16,874
19,419
9,209

139,393

57,669
31,565

0
0

8,140
1,411

0
10,738
8,689
1,236

119,448

Depreciation
Amortization
Revenue Taxes
Property Taxes
Payroll Taxes
State and Federal Income Taxes

Total

Total 0 eratin Ex enses

Total 0 eratin Income

30,296
0
0
0
0

(14,775)
15,521

274,362

(46,106)

12,846
0
0
0
0

(14,799)
(1,953)

137,440

2,051

17,450
0
0
0
0

24
17,474

136,922

(48, 157)

Operating Revenues
Residential
Commercial

Irrigation
Availability Billing

Total Operating Revenues

Operating Expense
Wages & Benefits
Repair & Maintenance
Sludge Disposal
Supplies
Outside Services

Telephone
Office Equipment Rental
Bad Debt
Power

Other' Operating Expenses
Total

Haig Point Utility Company, Inc.
Income Statement

Test Year Ended June 30, 2004

Combined Water

78,146
19,225
48,749
82,136

228,256

39,651
10,023
48,749
41,068

139,491

77,724
79,555

0
99

31,138
3,670

490
27,612
28,108
10,445

258,841

20,055
47,990

0
99

22,998
2,259

49O
16,874
19,419
9,209

139,393

Audit Exhibit SGS-9

Sewer'

38,495
9,202

41,068
88,765

57,669
31,565

0
0

8,140
1,411

0

10,738
8,689
1,236

119,448

Depreciation
Amortization
Revenue Taxes

Property Taxes
Payroll Taxes
State and Federal Income Taxes

Total

Total Operating Expenses

Total Operating Income

30,296
0
0
0
0

(14,775)
15,521

274,362

(46,106)

12,846
0
0
0
0

(14,799)
(1,953)

137,440

2,051

17,450
0
0
0
0

24

17,474

136,922

(48,157)

17



Audit Exhibit SGS-10

Haig Point Utility Company, Inc.
Balance Sheet
June 30, 2004

Plant In Service
Assets

Total
4,339,598

4,339,598

Accumulated Depreciation
Total

Net Utility Plant

(240,082)
(240,082)

4,099,516

Construction Work In Process
Total

1,116,695
1,116,695

Current Assets
Accounts Receivable - Net
Other Current Assets

Total

59,708
0

Total Assets

59,708

5,275,919

Liabilities and Other Credits

Capital Stock and Retained Earnings
Common Stock and Paid in Capital
Retained Earnings

Total

4,637,782
~805.395

3,832,387

Current and Accrued Liabilities
Accounts Payable
Taxes Accrued

Advances from Associated Companies
Total

405
14,969

1,046,898
1,062,272

Contributions In Aid of Construction
Total

464,000
464,000

Accumulated Amortization of CIAC
Total

(82,740)
(82,740)

5,275,919

Audit Exhibit SGS-10

Haig Point Utility Company, Inc.
Balance Sheet

June 30, 2004

Plant In Service

Assets

Total

Accumulated Depreciation
Total

Net Utility Plant

Construction Work In Process
Total

Current Assets
Accounts Receivable - Net
Other Current Assets

Total

4,339,598

(240,082)

1,116,695

59,708
0

Total Assets

4,339,598

(240,082)
4,099,516

1,116,695

59,708

5,275,919

Liabilities and Other Credits

Capital Stock and Retained Earnings
Common Stock and Paid in Capital

Retained Earnings
Total

Current and Accrued Liabilities

Accounts Payable
Taxes Accrued

Advances from Associated Companies
Total

Contributions In Aid of Construction
Total

Accumulated Amortization of CIAC
Total

4,637,782

(805,395)

4O5

14,969
1,046,898

464,000

(82,740)

3,832,387

1,062,272

464,000

(82,740)

5,275,919

18



Haig Point Utility Company, Inc.
Operating Experience, Rate Base and Rates of Return

For the Test Year Ended June 30, 2004
Combined - Present Customers

Audit Exhibit SGS-11

Description

0 eratin Revenues:

Per
Company

Books

Accounting
& Pro Forma
Ad'ustments

Effect of
As Proposed

~Attdeted Increase

After
Proposed
Increase

Water Service Revenues
Sewer Service Revenues
Availability Revenues - W 8 S

Total 0 eratin Revenues

98,423
47,697
82,136

228,256

0 {A)
0 (A)~82,136 (A(

98,423
47,697

0

146,120

65,074 {N)
101,618 (N)

0

166,692

163,497
149,315

0

312,812

0 eratin Ex enses:
Operating 8 Maintenance Expenses
Administrative & General Expenses
Depreciation & Amortization Expenses
Taxes Other Than Income
Income Taxes

Total 0 cretin Ex enses

Total 0 cretin Income

Customer Growth

Net Income for Return

185,387
73,454
30,296

0~14577,
274,362

(46,106)

46,106

(13,722) (B)
(29,003) (C)
(17,414) (D)

1,827 (E)
14,775 (F)

43,537)

(38,599)

(38,599)

171,665
44,451
12,882

1,827
0

230,825

(84,705)

~(84,705

0
3,334 (0)

0
1,396 (P)
8,962 (Q)

13,692

153,000

5,689

158,689

171,665
47,785
12,882
3,223
8,962

244, 517

68,295

5,689

73,984

Ori inal Cost Rate Base:
Gross Plant in Service
Accumulated Depreciation
Net Plant in Service
Construction Work In Progress
Contributions in Aid of Construction
Accumulated Amortization of CIAC
Cash Working Capital
Unamortized Balances

Total Rate Base

Return on Rate Base

4,359,264~240,082
4,119,182
1,116,695
(464,000)

82,740
46,097

0

4,900,714

-0.94%

(2,277,603) (G)
11,700 (H)

(2,265,903)
(1,116,695) (I)
(1,095,480) (J)

581,600 (K)
(2,874) (L)

0 (M)

3,899,352

2,081,661
~228,382(

1,853,279
0

(1,559,480)
664,340
43,223

0

1,001,362

-8.46%

2,081,661
(228,382)

1,853,279
0

(1,559,480)
664,340
43,223

1,001,362

7.39%

Interest Ex ense 37,551 37,551

0 eratin Mar in 20 20% -83.67% 11.65%

Haig Point Utility Company, Inc.
Operating Experience, Rate Base and Rates of Return

For' the Test Year' Ended June 30, 2004
Combined - Present Customers

Audit Exhibit SGS-11

Description

Operating Revenues:
Water Service Revenues
Sewer Service Revenues
Availability Revenues - W & S

Total Operating Revenues

Operating Expenses:
Operating & Maintenance Expenses
Administrative & General Expenses
Depreciation & Amortization Expenses
Taxes Other Than Income
Income Taxes

Total Operating Expenses

Total Operatin.q Income

Customer Growth

Net Income for' Return

Per' Accounting
Company & Pro Forma As

Books Adiustments Adiusted
$ $ $

98,423 0 (A) 98,423
47,697 0 (A) 47,697
82,136 (82,136) (A) 0

228,256 (82,136) 146,120

Effect of

Proposed
Increase

65,074 (N)
101,618 (N)

0

166,692

After

Proposed
Increase

$

163,497
149,315

0

312,812

185,387 (13,722) (B) 171,665 0
73,454 (29,003) (C) 44,451 3,334 (O)
30,296 (17,414) (D) 12,882 0

0 1,827 (E) 1,827 1,396 (P)

(14,775) 14,775 (F) 0 8,962 (Q)

274,362 (43,537) 230,825 13,692

(46,106) (38,599) (84,705) 153,000

0 0 0 5,689

(46,106) (38,599) (84,705) 158,689

4,359,264 (2,277,603) (G)

(240,082) 11,700 (H)
4,119,182 (2,265,903)
1,116,695 (1,116,695) (I)

(464,000) (1,095,480) (J)
82,740 581,600 (K)
46,097 (2,874) (L)

o o (M)

171,665
47,785
12,882

3,223
8,962

244,517

68,295

5,689

73,984

Ori,qinal Cost Rate Base:
Gross Plant in Service

Accumulated Depreciation
Net Plant in Service
Construction Work In Progress
Contributions in Aid of Construction
Accumulated Amortization of CIAC

Cash Working Capital
Unamortized Balances

Total Rate Base

Return on Rate Base

Interest Expense

Operatincl Mar_clin

4,900,714 (3,899,352)

-0.94%

0

-20.20%

2,081,661 0 2,081,661
(228,382) 0 (228,382)

1,853,279 O 1,853,279
0 0 0

(1,559,480) 0 (1,559,480)
664,340 0 664,340

43,223 0 43,223
0 0 0

1,001,362

-8.46%

37,551

-83.67%

0 1,001,362

7.39%

37,551

11.65%
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Haig Point Utility Company, Inc.
Operating Experience, Rate Base and Rates of Return

For the Test Year Ended June 30, 2004
Water - Present Customers

Description

0 eratin Revenues:

Per
Company

Books

Accounting
& Pro Forma
Ad ustments

As
Adjusted

Proposed
Increase

After
Proposed
Increase

Water Service Revenues
Availability Revenues

Total 0 eratin Revenues

98,423 0 (A)
41,068 ~41,068 (A)

139,491 ~4(,068

98,423
0

98,423

65,074 (N)
0

65,074

163,497
0

163,497

0 eratin Ex enses:
Operating 8 Maintenance Expenses
Administrative 8 General
Depreciation & Amortization Expenses
Taxes Other Than Income
Income Taxes

87,464
51,929
12,846

0
14,799

26,631
(23,357)

(7,178)
838

14,799

(B)
(C)
(D)
(E)
F

114,095
28,572

5,668
838

0

0
1,301 (0)

0
545 (p)

0 (Q

114,095
29,873

5,668
1,383

0

'Total 0 eratin Ex enses

Total 0 eratin Income

Customer Growth

Net Income for Return

137,440

2,051

2,051

11,733

(52,801)

(52,801)

149 173 1 846

(50,750) 63,228

0 1,039

~50,750 64,267

151,019

12,478

1,039

13,517

Ori inal Cost Rate Base
Gross Plant in Service
Accumulated Depreciation
Net Plant in Service
Construction Work In Progress
Contributions in Aid of Construction
Accumulated Amort of CIAC

Cash Working Capital
Unamortized Balances

Total Rate Base

Return on Rate Base

1,731,215
~106,504

1,624,711
1,116,695
(353,000)

63,150
46,097

0

2,497,653

0.08'/o

(562,207) (G)
12,824 (H)

(549,383)
(1,116,695) (I)

(547,740) (J)
404,800 (K)
(17,564) (L)

0 (M)

1,826,582)

1,169,008
~93,680

1,075,328
0

(900,740)
467,950

28,533
0

671,071

-7.56'/o

1,169,008
~(93,680

1,075,328
0

(900,740)
467,950

28,533
0

671,071

2.01'/o

Interest Ex ense 25,165 25, 165

0 eratin Mar in 1 47o/o -77.13'/o -7.12'/o

20

Haig Point Utility Company, Inc,

Operating Experience, Rate Base and Rates of Return
For the Test Year Ended June 30, 2004

Water - Present Customers
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Description

Operating Revenues:
Water Service Revenues

Availability Revenues

Total Operating Revenues

Operating Expenses:
Operating & Maintenance Expenses
Administrative & General

Depreciation & Amortization Expenses
Taxes Other Than Income
Income Taxes

'Total Operating Expenses

Total Operating Income

Customer Growth

Net Income for Return

Per Accounting

Company & Pro Forma As
Books Adiustments Adjusted

$ $ $

98,423 0 (A) 98,423

41,068 (41,068) (A) 0

139,491 (41,068)

Proposed
Increase

$

After'

Proposed
Increase

65,074 (N) 163,497
0 0

98,423 65,074

87,464 26,631 (B) 114,095 0

51,929 (23,357) (C) 28,572 1,301
12,846 ('7,178) (D) 5,668 0

0 838 (E) 838 545

(14,799) 14,799 (F) 0 0

(o)

(P)
(Q)

149,173 1,846

(50,750) 63,228

0 1,039

(50,750) 64,267

137,440 11,733

2,051 (52,801)

0 0

2,051 (52,801)

163,497

114,095
29,873

5,668
1,383

0

151,019

12,478

1,039

13,517

Original Cost Rate Base:
Gross Plant in Service

Accumulated Depreciation
Net Plant in Service
Construction Work In Progress
Contributions in Aid of Construction
Accumulated Amort of CIAC

Cash Working Capital
Unamortized Balances

Total Rate Base

Return on Rate Base

Interest Expense

Operatinq Mar_clin

1,731,215 (562,207) (G)

(106,504) 12,824 (H)
1,624,711 (549,383)
1,116,695 (1,116,695) (I)

(353,000) (547,740) (J)
63,150 404,800 (K)

46,097 (17,564) (L)
0 0 (M)

2,497,653 (1,826,582)

0.08%

0

1.47%

1,169,008 0 1,169,008

(93,680) 0 (93,680)
1,075,328 0 1,075,328

0 0 0

(900,740) 0 (900,740)
467,950 0 467,950

28,533 0 28,533
0 0 0

671,071 0 671,071

-7.56% 2.01%

25,165 25,165

-77.13% -7.12%

2O
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Haig Point Utility Company, Inc.
Operating Experience, Rate Base and Rates of Return

For the Test Year Ended June 30, 2004
Sewer - Present Customers

Description

0 eratin Revenues:

Availability Revenues

Total 0 eratin Revenues

Per
Company

Books

Accounting
& Pro Forma
Ad ustments

47,697 0 (A)
41,068 ~41,068 (A)

88,765 ~(41,068

47,697
0

47,697

101,618 (N)
0

101,618

149,315
0

149,315

After

As Proposed Proposed
~Ad'usted Increase Increase

0 eratin Ex enses:
Operating & Maintenance Expenses
Administrative 8 General
Depreciation & Amortization Expenses
Taxes Other Than Income
Income Taxes

Total 0 eratin Ex enses

Total 0 eratin Income

Customer Growth

Net Income for Return

97,923
21,525
17,450

0
24

136,922

(48,157)

(48,157)

(40,353) (B)
(5,646) (C)

(10,236) (D)
989 (E)~24 (F)

55,270)

14,202

14,202

57,570
15,879
7,214

989
0

81,652

(33,955)

(33,955)

0
2,032 (0)

0
851 (P)

8,962 (Q)

11,845

89,773

4,650

94,423

57,570
17,911
7,214
1,840
8,962

93,497

55,818

4,650

60,468

Ori inal Cost Rate Base:
Gross Plant in Service
Accumulated Depreciation
Net Plant in Service
Construction Work In Progress
Contributions in Aid of Construction

Accumulated Amortization of CIAC

Cash Working Capital
Unamortized Balances

2,628,049
~133,578

2,494,471
0

(111,000)
19,590

0
0

(1,715,397) (G)~1,124) (H)

(1,716,521)
(I)

(547,740) (J)
176,800 (K)

14,690 (L)
0 (M)

912,652
(134,702)
777,950

0
(658,740)
196,390

14,690
0

912,652
(134,702)
777,950

(658,740)
196,390

14,690
0

Total Rate Base

Return on Rate Base

2,403,061 (2,072,771)

-2.00%

330,290

-10.28%

330,290

18.31%

Interest Ex ense 12,386 12,386

0 eratin Mar in -54.25% -97 16% 32.20%

Haig Point Utility Company, Inc.
Operating Experience, Rate Base and Rates of Return

For the Test Year Ended June 30, 2004
Sewer - Present Customers

Audit Exhibit SGS-11

Description

Operating Revenues:

Availability Revenues

Total Operating Revenues

Operating Expenses:
Operating & Maintenance Expenses
Administrative & General

Depreciation & Amortization Expenses
Taxes Other Than income
income Taxes

Total Operating Expenses

Total Operating Income

Customer Growth

Net Income for Return

Per Accounting
Company & Pro Forma As

Books Adjustments Adiusted
$ $ $

47,697 0 (A) 47,697

41,068 (41,068) (A) 0

88,765 (41,068)

After

Proposed Proposed
Increase Increase

$ $

101,618 (N) 149,315
0 0

47,697 101,618

97,923 (40,353) (B) 57,570 0
21,525 (5,646) (C) 15,879 2,032
17,450 (10,236) (D) 7,214 0

0 989 (E) 989 851
24 (24) (F) 0 8,962

136,922 (55,270)

(48,157) 14,202

0 0

(48,157) 14,202

81,652 11,845

(33,955) 89,773

0 4,650

(33,955) 94,423

149,315

57,570

(O) 17,911
7,214

(P) 1,840
(Q) 8,962

93,497

55,818

4,650

60,468

912,652

(134,702)

Original Cost Rate Base:
Gross Plant in Service
Accumulated Depreciation
Net Plant in Service
Construction Work In Progress
Contributions in Aid of Construction
Accumulated Amortization of CIAC

Cash Working Capital
Unamortized Balances

Total Rate Base

Return on Rate Base

Interest Expense

Operatin_ Mar.clin

2,628,049 (1,715,397) (G) 912,652 0
(133,578) (1,124) (H) (134,702) 0

2,494,471 (1,716,521) 777,950 0
o o (I) o o

(111,000) (547,740) (J) (658,740) 0
19,590 176,800 (K) 196,390 0

0 14,690 (L) 14,690 0
0 0 (M) 0 0

2,403,061 (2,072,771) 330,290

-2.00%

0

-54.25%

-10.28%

12,386

-97.16%

777,950
0

(658,740)
196,390

14,690
0

330,290

18.31%

12,386

32.2O%
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Audit Exhibit SGS-11

Haig Point Utility Company, Inc
Explanation of Accounting and Pro Forma Adjustments

For the Test Year Ended June 30, 2004

Present Customers

Description

A 0 eratin Revenues

Combined Water Sewer

A~Ad t d

1 HPUC proposes to adjust for complete system number of
customers at present rates

Per ORS

Per HPUC 298,931

0 0

180,376 118,555

2 HPUC proposes to remove Availability Billing for the
complete system ORS proposes to remove Availability

Fees and reclass as Contributions in Aid of Construction

Per ORS

Per HPUC

82,136

82,136

41,068

41,068

41,068

41,068

B 0 eratin and Maintenance

3 ORS proposes to adjust salary expense to reflect the 60/40
split between HPUC and Melrose Utility Company and to
adjust for benefits expense which should have been
allocated to Melrose Utility Company

Per ORS

Per HPUC

(14,248) 29,097 (43,345)

4 ORS proposes to adjust operating and inaintenance
expenses to reflect 60/40 split with Melrose Utility Company,
Inc

Per ORS

Per HPUC

4,307 4,307

5 HPUC proposes to increase the level of wages for the
current 2 employees to reflect the wages of 6 employees at
test period costs at complete system ORS reflects this

expense as used for the present customer basis

Per ORS

Per HPUC 155,449 40, 1'io 115,339

6 HPUC proposes to increase the level of repair and
maintenance costs for plant facilities by the percentage of
plant additions ORS reflects this expense as used for the
present customer basis

Per ORS

Per HPUC 30,955 30,955

7 HPUC proposes to increase the level of operating supply
costs for increased system demand ORS reflects this

expense as used on a present customer basis

Per ORS

Per HPUC 152 152

8 HPUC proposes to increase the level of office equipment
rental for increased number of customers ORS reflects this
expense as used forthe present customer basis

Per ORS

Per HPUC 1,349 1,349

22
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Haig Point Utility Company, Inc,,

Explanation of Accounting and Pro Forma Adjustments
For the Test Year' Ended June 30, 2004

Present Customers

Description

(A) Operating Revenues

Combined Water Sewer

$ $ $

As Adiusted

1 HPUC proposes to adjust for complete system number of

customers at present rates

Per ORS

Per HPUC

0 0 0

298,931 180 376 118,555

(82,136) (41,068) (41,068)

(82,136) (41,068) (41,068)

2 HPUC proposes to remove Availability Billing for the

complete system ORS proposes to remove Availability

Fees and reclass as Contributions in Aid of Construction

Per ORS

Per HPUC

(B) Operating and Maintenance

3 ORS proposes to adjust salary expense to reflect the 60/40

split between HPUC and Melrose Utility Company and to

adjust for benefits expense which should have been

allocated to Melrose Utility Company

Per ORS

Per HPUC

(14,248) 29,097 (43,345)

0 0 0

4 ORS proposes to adjust operating and maintenance

expenses to reflect 60/40 split with Melrose Utility Company,
lnc

Per ORS

Per HPUC

4,307 0 4,307

0 0 0

5 HPUC proposes to increase the level of wages for the

current 2 employees to reflect the wages of 6 employees at

test period costs at complete system ORS reflects this

expense as used for the present customer basis

Per ORS

Per HPUC

0 0 0

155,449 40,110 115,339

6 HPUC proposes to increase the level of repair and
maintenance costs for plant facilities by the percentage of

plant additions ORS reflects this expense as used for the

present customer' basis

Per' ORS

Per HPUC

0 0 0

30,955 30,955 0

7 HPUC proposes to increase the level of operating supply

costs for increased system demand ORS reflects this

expense as used on a present customer basis

Per ORS

Per HPUC

0 0 0

152 152 0

8 HPUC proposes to increase the level of office equipment
rental for increased number of customers ORS reflects this

expense as used for the present customer basis

Per ORS

Per HPUC

0 0 0

1,349 1,349 0
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Audit Exhibit SGS-11

Haig Point Utility Company, Inc„
Explanation of Accounting and Pro Forma Adjustments

For the Test Year Ended June 30, 2004

Present Customers

~oi H Combined Water Sewer

9 HPUC proposes to increase the level of Power Costs for
increased system demand ORS reflects this expense as
used for the present customer basis

Per ORS

Per HPUC 49,692 29,826 19,866

10 ORS proposes to remove expenses associated with

installing taps These costs are considered capital
expenditures and are included in plant in service

Per ORS

Per HPUC

(3,781) (2,466) (1,315)

Total 0 eratin and Maintenance 13,722 26,631 40,353

C General and Administrative

11 HPUC proposes to adjust Bad Debt Expense to reflect 2 0%
of complete system revenue under present rates ORS
proposes to adjust bad debt expense to reflect 2 0% of
revenue for current customers under current rates

Per ORS

Per HPUC

(24,690)

(18,711)

(14,906)

(11,298)

(9,784)

(7,413)

12 ORS and HPUC propose to reflect the amortization of rate
case expenses ORS proposes a 5-year amortization of
actual year to date expenses and HPUC proposes a 4-year
amortization of estimated expenses

Per ORS

Per HPUC

8,277

20,000

4,138

10,000

4,138

10,000

13 ORS proposes to remove nonallowable legal expenses from

the test year

Per ORS

Per HPUC

Total General and Administrative

(12,590) (12,590)

29,003 23,357 5,646

D De reciation and Amortization Ex ense

14 HPUC proposes to reflect the annual depreciation for
complete system plant in service ORS proposes
depreciation expense for the test year ORS applies the
customer utilization factor to allocate depreciation expense
to current customers Depreciation Expense was reduced
by the Amortization of CIAC

Per ORS

Per HPUC

17,414

85,001

7,178 10,236

40,888

E Taxes Other Than income

15 HPUC proposes to reflect the revenue taxes of 1 12528%
on pro forma revenue under present rates ORS proposes
to reflect revenue taxes on present rates using the latest
gross receipts factor of 0 83772%

Per ORS

Per HPUC

1,224

5,008

825

3,137

400

1,871

Audit Exhibit SGS-11

Haig Point Utility Company, Inc.

Explanation of Accounting and Pro Forma Adjustments
For the Test Year Ended June 30, 2004

Present Customers

Descr_
Combined Water Sewer

$ $ $

9 HPUC proposes to increase the level of Power Costs for

increased system demand ORS reflects this expense as

used for the present customer basis

Per ORS

Per HPUC

0 0 0

49,692 29,826 19,866

10 ORS proposes to remove expenses associated with

installing taps These costs are considered capital

expenditures and are included in plant in service

Per ORS

Per HPUC

Total Operatinf:l and Maintenance

(3,781) (2,466) (1,315)

0 0 0

(13,722) 26,631 (40,353)

(C) General and Administrative

11 HPUC proposes to adjust Bad Debt Expense to reflect 2 0%

ofcomplete system revenue under present rates ORS

proposes to adjust bad debt expense to reflect 2 0% of
revenue for current customers under current rates

Per ORS

Per HPUC

12 ORS and HPUC propose to reflect the amortization of rate

case expenses ORS proposes a 5-year amortization of

actual year to date expenses and HPUC proposes a 4-year
amortization of estimated expenses

Per ORS

Per HPUC

13 ORS proposes to remove nonallowable legal expenses from

the test year'

Per ORS

Per HPUC

Total General and Administrative

(D) Depreciation and Amortization Expense

14 HPUC proposes to reflect the annual depreciation for

complete system plant in service ORS proposes

depreciation expense for the test year ORS applies the
customer utilization factor to allocate depreciation expense

to current customers Depreciation Expense was reduced

by the Amortization of CIAC

Per ORS

Per HPUC

(24,690) (14,906) (9,784)

(18,711) (11,298) (7,413)

8,277 4,138 4,138

20,000 10,000 10,000

(12,590) (12,590) 0

0 0 0

(29,003) (23,357) (5,646)

(17,414) (7,178) (10,236)

85,001 44,113 40,888

(E) Taxes Other Than Income

15 HPUC proposes to reflect the revenue taxes of 1 12528%

on pro forma revenue under present rates ORS proposes
to reflect revenue taxes on present rates using the latest

gross receipts factor of 0 83772%

Per ORS

Per HPUC

23
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Audit Exhibit SGS-11

Haig Point Utility Company, Inc.
Explanation of Accounting and Pro Forma Adjustments

For the Test Year Ended June 30, 2004

Present Customers

~Di 9 Combined Water Sewer

16 HPUC proposes to reflect property taxes at 1 0% of pro
forma plant costs ORS proposes to adjust for actual
property taxes assessed on real property for HPUC

Per ORS

Per HPUC

603

54,759

14

28,479

589

26,280

17 HPUC propose to reflect payroll taxes for the proposed new
employees ORS reflects this expense as used on a present
customer basis

Per ORS

Per HPUC

Total Taxes Other Than Income

17,838

1,827

4,603

838

13,235

989

F Income Taxes

18 HPUC and ORS propose to adjust for state and federal
income taxes for as adjusted operations See computation
of Income Taxes Schedule in Audit Exhibit SGS-11

Per ORS

Per HPUC

14,775

89,699

14,799

11,127

24

78,572

LGG Pf rt I S

19 ORS and HPUC propose to increase plant in service for the
new groundwater well, elevated water storage tank, truck
and wastewater treatment improvements

Per ORS

Per HPUC

1,167,853 1,124,203

1,116,695 1,116,695

43,650

20 ORS proposes to remove plant in service based on most
recent system utilization factors of 40 94% for water and
34 16% for sewer See Depreciation Schedule in Audit
Exhibit SGS-11

Per ORS

Per HPUC

Total Plant In Service 2,277,603 562,207 1,715 397

(3,445,456) (1,686,410) (1,759,047)

H Accumulated De reciati n

21 HPUC proposes to adjust accumulated depreciation for the
complete system depreciation expense ORS proposes to
adjust accumulated depreciation expense for usage
percentage based on the number of customers through the
test year

Per ORS

Per HPUC

11,700

1,530,898

12,824

774,129

1,124

756,769

I Construction Work in Pro ress

22 ORS and HPUC propose to remove from Construction Work
In Progress costs associated with the new groundwater well

and elevated water storage tank since these projects are
essentially completed

Per ORS

Per HPUC

1,116,695 1,116,695

1,116,695 1,116,695

24

Haig Point Utility Company, inc.

Explanation of Accounting and Pro Forma Adjustments
For the Test Year Ended June 30, 2004

Present Customers

Audit Exhibit SGS-11

Description

16 HPUC proposes to reflect property taxes at 10% ofpre

forma plant costs ORS proposes to adjust for actual

property taxes assessed on real property for HPUC

Per' ORS

Per HPUC

17 HPUC propose to reflect payroll taxes for the proposed new

employees ORS reflects this expense as used on a present

customer basis

Per' ORS

Per HPUC

Total Taxes Other Than Income

F(_ncome Taxes

18 HPUC and ORS propose to adjust for state and federal

income taxes for' as adjusted operations See computation

of Income Taxes Schedule in Audit Exhibit SGS-,11

Per ORS

Per HPUC

(G) Plant In Service

19 ORS and HPUC propose to increase plant in service for the

new groundwater well, elevated water storage tank, truck
and wastewater treatment improvements

Per ORS

Per HPUC

20 ORS proposes to remove plant in service based on most

recent system utilization factors of 4094% for water and

34 16% forsewer See Depreciation Schedule in Audit

Exhibit SGS-11

Per ORS

Per HPUC

Total Plant In Service

Combined Water Sewer

$ $ $

603 14 589

54,759 28,479 26,280

0 0 0

17,838 4,603 13,235

1,827 838 989

14,775 14,799 (24)

(89,699) (11,127) (78,572)

1,167,853 1,124,203 43,650

1,116,695 1,116,696 0

(3,445,456) (1,686,410) (1,759,047)

0 0 0

(2,277,603) (562,207) (1,716,397)

(H) Accumulated Depreciation

21 HPUC proposes to adjust accumulated depreciation for the

complete system depreciation expense ORS proposes to

adjust accumulated depreciation expense for usage

percentage based on the number of customers through the

test year

Per ORS

Per HPUC

(I) Construction Work in Progress

22 ORS and HPUC propose to remove from Construction Work

In Progress costs associated with the new groundwater well

and elevated water storage tank since these projects are

essentially completed

Per ORS

Per HPUC

11,700 12,624 (1,124)

(1,530,898) (774,129) (756,769)

(1,116,695) (1,116,695) 0

(1,116,695) (1,116,695) 0
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Audit Exhibit SGS-11

Haig Point Utility Company, Inc.
Explanation of Accounting and Pro Forma Adjustments

For the Test Year Ended June 30, 2004

Present Customers

Combined Water Sewer

J Contributions in Aid of Construction -CIA

23 HPUC proposes to increase Contributions in Aid of
Construction to reflect the Complete System ORS proposes
to reduce rate base by cumulative test year availability fees
which are considered CIAC

Per ORS

Per HPUC

1,095,480 547,740 547,740

1,251,000 982,000 269,000

K Amortization of Contributions in Aid of Construction

24 HPUC propose to increase the amortization of Contributions
in Aid of Construction to reflect the complete system ORS
proposes to increase the amortization for cumulative
availability fees

Per ORS

Per HPUC

581,600 404,800 176,800

410,240 319,120 91,120

L Cash Workin Ca ital

25 HPUC and ORS propose to adjust Cash Working Capital for
as adjusted expenses using the working capital ratio of 1/5
of operating and maintenance expenses See Attached
Exhibit for Cash Working Capital Adjustment

Per ORS

Per HPUC

2,874

708

17,564

708

14,690

M Unamortized Balances

26 HPUC proposes to include unamortized balances in rate
base ORS proposes only to include the expense portion

and not the unamortized balances, creating a sharing of the
expenses between the ratepayer and HPUC

Per ORS

Per HPUC 45,000 22,500 22,500

N 0 eratin Revenues - Pro used Increase

27 HPUC proposes to increase operating revenues for the
complete system number of customers at proposed rates
ORS proposes to increase operating revenues for present
customers at proposed rates

Per ORS

Per HPUC

166,692 65,074 101,618

546,633 176,946 369 687

0 Bad Debt Ex enses - Pro used Revenue

28 HPUC proposes to adjust bad debt expense for the
proposed revenue for a complete system ORS proposes to
adjust for proposed revenue based on current customers

Per ORS

Per HPUC

3,334

10,936

1,301

3,541

2,032

7,395

Haig Point Utility Company, Inc.

Explanation of Accounting and Pro Forma Adjustments
For the Test Year Ended June 30, 2004

Present Customers

Audit Exhibit SGS-11

Descri tpUon

(J) Contributions in Aid of Construction -CIAC

23 HPUC proposes to increase Contributions in Aid of

Construction to reflect the Complete System ORS proposes

to reduce rate base by cumulative test year availability fees

which are considered CIAC

Per ORS

Per HPUC

(K) Amortization of Contributions in Aid of Construction

24 HPUC propose to increase the amortization of Contributions

in Aid of Construction to reflect the complete system ORS

proposes to increase the amortization for cumulative

availability fees

Per ORS

Per HPUC

(L) Cash Working Capital

25 HPUC and ORS propose to adjust Cash Working Capital for

as adjusted expenses using the working capital ratio of 1/5

of operating and maintenance expenses See Attached

Exhibit for Cash Working Capital Adjustment

Per ORS

Per HPUC

(M) Unamortized Balances

26 HPUC proposes to include unamortized balances in rate

base ORS proposes only to include the expense portion

and not the unamortized balances, creating a sharing of the

expenses between the ratepayer and HPUC

Per ORS

Per HPUC

N_ Operating Revenues - Proposed Increase

27 HPUC proposes to increase operating revenues for the

comptete system number of customers at proposed rates

ORS proposes to increase operating revenues for present

customers at proposed rates

Per ORS

Per HPUC

Combined Water Sewer

$ $ $

(1,095,480) (547,740) (547,740)

(1,251,000) (982,000) (269,000)

581,600 404,800 176,800

410,240 319,120 91,120

(2,874) (17,564) 14,690

708 708 0

0 0 0

45,000 22,500 22,500

166,692 65,074 101,618

546,633 176,946 369,687

(O) Bad Debt Expenses - Proposed Revenue

28 HPUC proposes to adjust bad debt expense for the

proposed revenue fora complete system ORS proposes to

adjust for' proposed revenue based on current customers

Per ORS

PerHPUC

3,334 1,301 2,032

10,936 3,541 7,395
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Audit Exhibit SGS-11

Haig Point Utility Company, Inc„
Explanation of Accounting and Pro Forma Adjustments

For the Test Year Ended June 30, 2004

Present Customers

~oi 0 Combined Water Sewer

P Taxes Other Than Income - Pro osed Increase

29 HPUC proposes to adjust gross receipts taxes for the
proposed revenue based on a complete system ORS
proposes to adjust taxes for the proposed increase for
present customers

Per ORS 1,396 545 851

Per HPUC 6,151 1,991 4,160

Income Taxes - Pro osed Increase

30 HPUC proposes to reflect state and federal income taxes for
the proposed revenue for a complete system ORS
proposes to reflect income taxes for the proposed revenue
for present customers

Per ORS

Per HPUC

8,962

150,266

0 8,962

42,217 106,049

26
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Haig Point Utility Company, Inc.
Explanation of Accounting and Pro Forma Adjustments

For the Test Year Ended June 30, 2004

Present Customers

Description

(P) Taxes Other Than income - Proposed Increase

29 HPUC proposes to adjust gross receipts taxes for the
proposed revenue based on a complete system ORS
proposes to adjust taxes for the proposed increase for
present customers

Per' ORS

Per HPUC

Combined Water Sewer
$ $ $

1,396 545 851

6,151 1,991 4,160

(Q) income Taxes - Proposed Increase

30 HPUC proposes to reflect state and federal income taxes for
the proposed revenue fora complete system ORS
proposes to reflect income taxes for the proposed revenue
for present customers

Per ORS

Per HPUC

8,962 0 8,962

150,266 42,217 108,049
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AUDIT EXHIBIT SGS-11

Haig Point Utility Company, Inc.
Depreciation Expense Adjustment

Test Year Ended June 30, 2004

Water & Sewer Mains
Wells, Supply Main & Appert
Well ¹3 - Completed in 2005
Elevated Storage Tank-Completed in 2005
Tap Expenses
Outfall Main

Combined
5

3,425,672
353,360
377,749
738,946

3,780
66,704

Water

1,377,855
353,360
377,749
738,946

2,465
0

Sewer
5

2,047,817
0
0
0

1,315
66,704

Total
Depreciation (50 years)

4,966,211
2.00%

99,325

2,850,375
2.00%

57,008

2, 115,836
2.00%

42,317

Total Wastewater Treatment Plant
LESS: Fully Depreciated Assets

Depreciation (32 years)

Vehicles
LESS: Fully Depreciated Assets

Depreciation (6 years)

555,864
0

3.125%
17,371

5,043
0

16.66%
840

3.125%

5,043
0

1 6.66%
840

555,864
0

3.125%
17,371

0
0

16.66%

Total Depreciation Expense -ORS

Ca acit Ad. - Based on Customer Growth

117,536 57,848

40,94%

59,688

34.16%

Total Ad usted De reciation Ex ense 44,072 23,683 20,389

Amortization of Contributions in Aid of Construction CIAC

Gross CIAC-Per Book Tap Fees 8 Availability

Fees to End of Test Year
Amortization Period (50 years)

(1,559,480)

2 000%

(900,740) (658,740)

2.000% 2.000%

CIAC Amortization

Net De reciation Ex ense

31,190

12,882

18,015

5,668

13,175

7,214

Less: De reciation Ex ense-Per Books

De reciation Ex ense Ad'ustment - ORS

30,296

17,414

12,846

7,178

17,450

10,236

Plant Ca acit Ad ustment
Plant In Service
Water
Wastewater Treatment Plant
Vehicle

4,966,211
555,864

5,043

2,850,375
0

5,043

2, 115,836
555,864

0

Total Plant

Capacity Adj - Based on Customer Growth

Less: Current Plant based on Customer Growth

Reduce Plant for Capacity

5,527, 118

2,081,661

3,445,457

27

2,855,418

40.94%

1,169,008

1,686,410

2,671,700

34.16%

912,653

1,759,047

AUDIT EXHIBIT SGS-11

Haig Point Utility Company, Inc.

Depreciation Expense Adjustment
Test Year Ended June 30, 2004

Water & Sewer Mains

Wells, Supply Main & Appert

Well #3 - Completed in 2005
Elevated Storage Tank-Completed in 2005

Tap Expenses
Outfall Main

Combined

$
3,425,672

353,360
377,749

738,946
3,780

66,704

Water'

$
1,377,855

353,360
377,749

738,946
2,465

0

Sewer'
$

2,047,817
0
0

0

1,315
66,704

Total

Depreciation (50 years)

4,966,211
2.00%

99,325

2,850,375
2.00%

57,008

2,115,836
2.00%

42,317

Total Wastewater Treatment Plant

LESS: Fully Depreciated Assets

Depreciation (32 years)

555,864
0

3.125%

17,371

0

3.125%

555,864
0

3.125%

17,371

Vehicles

LESS: Fully Depreciated Assets
Depreciation (6 years)

5,043
0

16.66%

5,043
0

16.66%

840 840

0

0
16.66%

Total Depreciation Expense - ORS

Capacity Adj. - Based on Customer Growth

Total Adjusted Depreciation Expense

117,536

44,072

57,848

40.94%

23,683

59,688

34.16%

20,389

Amortization of Contributions in Aid of Construction (CIAC)

Gross CIAC-Per Book Tap Fees & Availability
Fees to End of Test Year

Amortization Period (50 years)

CIAC Amortization

Net Depreciation Expense

Less: Depreciation Expense- Per Books

Depreciation Expense Adiustment - ORS

(1,559,480)

2.000%

(31,190)

12,882

30,296

(17,414)

(900,740)

2.000%

(18,015)

5,668

12,846

(7,178)

(658,740)

2.000%

(13,175)

7,214

17,450

(10,236)

Plant Capacity Adjustment
Plant In Service
Water
Wastewater Treatment Plant
Vehicle

Total Plant

Capacity Adj - Based on Customer Growth

Less: Current Plant based on Customer Growth

Reduce Plant for' Capacity

4,966,211
555,864

5,043

5,527,118

2,081,661

(3,445,457)

27

2,850,375
0

5,043

2,115,836
555,864

0

2,855,418 2,671,700

40.94% 34.16%

1,169,008

(1,686,410)

912,653

(1,759,047)
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Haig Point Utility Company, Inc.
Computation of Income Taxes

For the Test Year Ended June 30, 2004

Combined
Operations

As Adjusted
Water

Operations
Sewer

Operations

Operating Revenue As Adjusted

Operating Expenses As Adjusted

Net Operating income Before Taxes
Less: Annualized Interest Expense

146,120
230,825

(84,705)
37,551

98,423
149,173

(50,750)
25,165

47,697
81,652

(33,955)
12,386

Taxable Income - State
State income Taxes @5%

(122,256)
0

(75,915)
0

(46,341)
0

Taxable Income - Federal
Federal Income Taxes - 1st 50,000 @15%
Next $25,000 @25%
Next $25,000 @34%
Total State and Federal income Taxes
Less: Income Taxes Per Book

0
0
0
0
0

(14,775)

0
0
0
0
0

(14,799)

0
0
0
0
0

24

Adjustment 14,775 14,799 (24)

Combined
Operations

After Proposed Increase
Water

Operations
Sewer

Operations

Operating Revenue After Proposed Increase

Operating Expenses After Proposed increase
312,812
235,555

163,497
151,020

149,315
84,535

Net Operating Income Before Taxes
Less: Annualized interest Expense

77,257
37,551

12,477
25,165

64,780
12,386

Taxable Income - State
State Income Taxes @5%

39,706
2,620

(12,688)
0

52,394
2,620

Taxable Income - Federal
Federal Income Taxes -1st 50,000@15%
Next $25,000 @25%
Next $25,000 @34%
$100,000 - $335,000 @39%
Over $335,000 @34%

37,086
6,342

0
0
0
0

(12,688)
0
0
0
0
0

49,774
6,342

0
0
0
0

Total State and Federal Income Taxes
Less: Income Taxes As Adjusted

8,962
0

8,962
0

Adjustment 8,962 8,962

Combined Federal Income Taxes allocated between water and sewer based on percentage of Federal 'Taxable Income,
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Haig Point Utility Company, Inc.
Computation of Income Taxes

For the Test Year Ended June 30, 2004

As Adjusted
Combined Water Sewer

Operations Operations Operations

146,120 98,423 47,697
230,825 149,173 81,652

(84,705) (50,750) (33,955)
37,551 25,165 12,386

(122,256) (75,915) (46,341)
0 O 0

Operating Revenue As Adjusted

Operating Expenses As Adjusted

Net Operating Income Before Taxes
Less: Annualized Interest Expense

Taxable Income - State

State Income Taxes @ 5%

Taxable Income- Federal
Federal Income Taxes- 1st 50,000 @ 15%

Next $25,000 @25%

Next $25,000 @34%
Total State and Federal Income Taxes

Less: Income Taxes Per Book

0 0 0

0 0 0
0 0 0

0 0 0
0 0 0

(14,775) (14,799) 24

Adjustment 14,775 14,799 (24)

After Proposed Increase
Combined Water Sewer

Operations Operations Operations

312,812 163,497 149,315
235,555 151,020 84,535

77,257 12,477 64,780
37,551 25,165 12,386

39,706 (12,688) 52,394
2,620 0 2,620

Operating Revenue After Proposed Increase
Operating Expenses After' Proposed Increase

Net Operating Income Before Taxes
Less: Annualized Interest Expense

Taxable Income - State

State Income Taxes @ 5%

Taxable Income - Federal

Federal Income Taxes - 1st 50,000 @ 15%

Next $25,000 @25%
Next $25,000 @34%
$100,000 - $335,000 @ 39%

Over $335,000 @ 34%

37,086 (12,688) 49,774
6,342 0 6,342

0 0 0
0 0 0
0 0 0
0 0 0

Total State and Federal Income Taxes
Less: Income Taxes As Adjusted

8,962 0 8,962
0 0 0

8,962 0 8,962Adjustment

Combined Federal Income Taxes allocated between water' and sewer' based on percentage of Federal Taxable Income,

28
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Haig Point Utility Company, Inc.

Customer Growth Computation
Test Year Ended June 30, 2004

Combined Operations:

Description

Water Customer Growth

As
Adjusted

{4,227)

(2)
Effect of

Proposed
Increase

$
5,267

(3)

After
Increase

$
1,039

Sewer Customer Growth (2,828) 7,478 4,650

Combined Customer Growth (7,055) 12,745 5,689

Number of Customers:
Beginning
Ending

Average

396 Formula:
468 Ending - Average

432 Average

36 = 8.33%
432

Water Operations:

Net Operating Income

Growth Factor

Customer Growth

(50,750)

8.33%

(4,227)

63,228

8.33%

5,267

12,478

8.33%

1,039

Number of Customers:
Beginning
Ending

Average

198 Formula:
234 Ending - Average

216 Average

18 = 8.33%
216

Sewer Operations:

Net Operating Income

Growth Factor

Customer Growth

(33,955)

8.33%

(2,828)

89,773

8.33%

7,478

55,818

8 33%

4,650

Number of Customers:
Beginning
Ending

Average 216 Average

198 Formula:
234 Ending - Average 8.33%

Note: Combined Customer Growth equals Water plus Sewer Customer Growth

Audit Exhibit SGS-11

Haig Point Utility Company, Inc.
Customer Growth Computation
Test Year Ended June 30, 2004

Combined Operations:

Description

Water Customer Growth

(1) (2) (3)
Effect of

As Proposed After
Adjusted Increase Increase

$ $ $
(4,227) 5,267 1,039

(2,828) 7,478 4,650

(7,055) 12,745 5,689

Sewer' Customer' Growth

Combined Customer Growth

Number of Customers:

Beginning
Ending

Average

396
468

432

Formula:
Ending - Average

Average

= 36 = 8.33%

432

Water Operations:

Net Operating Income

Growth Factor

Customer Growth

(50,750) 63,228 12,478

8.33% 8.33% 8.33%

(4,227) 5,267 1,039

Number of Customers:
Beginning
Ending

Average

198
234

216

Formula:
Ending - Average

Average

= 18 = 8.33%

216

Sewer Operations:

Net Operating Income

Growth Factor

Customer Growth

(33,955) 89,773 55,818

8.33% 8.33% 8.33%

(2,828) 7,478 4,650

Number of Customers:
Beginning 198 Formula:
Ending 234 Ending - Average

Average 216 Average

= 18 = 8.33%

216

Note: Combined Customer Growth equals Water plus Sewer Customer Growth
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Haig Point Utility Company, Inc.
Cash Working Capital Allowance

For the Test Year Ended June 30, 2004

Combined
Operations

Water
Operations

Sewer
Operations

Operating and Maintenance - As Adjusted
General and Administrative - As Adjusted

171,665
44,451

114,095
28,572

57,570
15,879

Total Expenses for Computation

Allowable Rate (1/5 of 0 & M)

Computed Cash Working Capital - As Adjusted

Cash Working Capital - Per Company

Cash Working Capital Adjustment - ORS

Cash Working Capital Adjustment - HPUC

216,116

20.00%

43,223

46,097

(2,874)

708

142,667

20.00%

28,533

46,097

(17,564)

708

73,449

20.00%

14,690

0

14,690

30

Haig Point Utility Company, Inc.
Cash Working Capital Allowance

For the Test Year Ended June 30, 2004

Audit Exhibit SGS-11

Operating and Maintenance - As Adjusted
General and Administrative - As Adjusted

Total Expenses for Computation

Allowable Rate (1/5 of O & M)

Computed Cash Working Capital - As Adjusted

Cash Working Capital - Per' Company

Cash Working Capital Adjustment - ORS

Cash Working Capital Adjustment - HPUC

Combined

Operations

171,665
44,451

216,116

20.00%

43,223

46,097

(2,874)

7O8

Water

Operations

114,095
28,572

142,667

20.00%

28,533

46,097

(17,564)

708

Sewer

Operations

57,570
15,879

73,449

20.00%

14,690

0

14,690

0

3O
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